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SELF-INSURANCE AND HEALTH BENEFITS: AN 
AFFORDABLE OPTION FOR SMALL BUSINESS? 


THURSDAY, NOVEMBER 14, 2013 

House of Representatives, 

Committee on Small Business, 

Subcommittee on Health and Technology, 

Washington, DC. 

The Subcommittee met, pursuant to call, at 10:00 a.m., in Room 
2360, Rayburn House Office Building. Hon. Chris Collins [chair- 
man of the subcommittee] presiding. 

Present: Representatives Collins, Coffman, Luetkemeyer, 
Huelskamp, Hahn, and Schrader. 

Chairman COLLINS. Good morning. I want to thank everyone 
for being with us today, and we want to take a look, I think it is 
very appropriate, at the trend of smaller companies now exploring 
self-insurance as a very viable option to provide their employees 
with healthcare coverage. I appreciate all of our witnesses taking 
time out of their business schedules to be with us today. 

Just last week. President Obama apologized to the 4.8 million 
Americans who had their insurance policies canceled since this 
healthcare act was enacted. This includes 137,000 people in my 
area of Western New York. And while I appreciate the president’s 
apology, these cancelations represent just one of the many broken 
promises and severe problems plaguing the rollout of his signature 
legislation. 

The list of issues with this implementation is staggering — the 
bumbling of the healthcare.gov website; the 30-hour per week defi- 
nition of full-time employment; the medical device tax; the health 
insurance tax; the cancelation of policies; and of large concern to 
those of us who serve on this Committee, small businesses facing 
significant increases in the cost of their healthcare plans, upwards 
of 55-60 percent in some cases. 

These are not issues that the president and the administration 
will be able to resolve anytime soon. So as the confusion continues, 
small businesses and the people they employ continue to be left in 
the dark about what January 1, 2014, will mean to them, their 
healthcare needs, and the cost. 

The subject of today’s hearing is certainly not a magic elixir that 
can solve all of these problems for every small business, but it 
could be available option. Amid all of this confusion, small firms 
need as many options as they can find to keep their businesses 
moving forward and make money so they can invest in the growth 
of their companies. 


( 1 ) 
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In a self-insured situation, an employer can choose to assume all 
or a portion of the cost and the risks associated with sponsoring a 
healthcare plan. Under this arrangement, the employer forecasts 
how much it is likely to spend on health benefits — it is usually an 
actuarial calculation — and then decides whether or not it makes 
practical or economic sense for that employer to pay these costs out 
of pocket or to purchase a fully-insured product. Traditionally, 
small businesses have not utilized the option to self-insure. Accord- 
ing to the Kaiser Foundation, only about 16 percent of employees 
at small firms are currently covered by a self-insured policy, as op- 
posed to nearly 83 percent of employees at large firms. But with 
the onslaught of regulations, cost increases, and uncertainty sur- 
rounding fully-insured plans as a result of the president’s 
healthcare law, more small businesses may choose to explore self- 
insurance as a manner of providing competitive benefit packages 
for their employees. Some small business owners may find that a 
self-insured policy would be cheaper as it may offer them greater 
flexibility in designing the health coverage they want to provide for 
their employees. 

With that said, there are some potential disadvantages as well, 
such as an instance of higher than expected employee claims and 
additional administrative costs that could discourage smaller firms 
from utilizing the self-insured plans. We are not here today to ad- 
vocate one method over the other, but rather we are here to exam- 
ine if self-insurance is a viable for some businesses. When we say 
if, it really is, but that is what we are going to cover today. And 
so we ought to continue to preserve that option for small busi- 
nesses, especially considering the uncertainty surrounding the 
fully-insured marketplaces Obamacare continues to be imple- 
mented. 

Again, I want to thank everyone for being here today. I look for- 
ward to the testimony. And before we do that I want to yield to 
Ranking Member Hahn for her opening statement. 

Ms. HAHN. Thank you, Mr. Chairman. I am pleased that we are 
holding this hearing today. 

The Affordable Care Act introduced many substantial changes to 
health care, and these reforms will improve access to and adequacy 
of coverage, allowing young people to stay on their parents’ insur- 
ance, expanding Medicaid, and not denying coverage as a result of 
a preexisting condition. California knows how to do things right. 
We have already had 59,000 enrollees in Covered California, so we 
are ahead of the nation in terms of having our website working and 
people actually going online and getting good plans, affordable 
plans, so we are very proud of what we are doing in California. 

The small businesses exchanges will offer opportunities for small 
businesses to provide quality health insurance to their employees. 
At the same time, self-insurance or self-funding could be an option 
for small businesses to offer insurance coverage at low prices or 
with greater flexibility. Though this option is not for everyone, it 
could reduce the cost of coverage for small businesses willing to 
take on that challenge. While self-funding has traditionally been 
more common among larger employers than small ones, there is 
growing interest in this method of insurance. However, it is still 
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unclear just how many companies have already self-insured in re- 
sponse to the law or are planning to do so. 

With the opportunity to minimize risk but still offer comprehen- 
sive coverage, small entities have expressed an interest in learning 
more about self-insuring. Today’s hearing will allow us to learn 
more about how self-insurance works for small firms and what fac- 
tors they must consider before deciding to move in this direction. 
We will also hear from witnesses about the benefits and pitfalls of 
self-funding for employers and what role health reform plays in 
these decisions. While this option holds promise for small firms, ex- 
perts have indicated it could prevent much needed consumer pro- 
tections from applying to workers in small entities. For that rea- 
son, we will also discuss how self-insurance could affect these com- 
panies’ hardworking employees. As we examine this very important 
insurance alternative, we are looking for feedback to see how it will 
impact small employers and how we can ensure a broad range of 
insurance vehicles. 

I thank all the witnesses for being here today, and I look forward 
to your comments. Thank you, and I yield back. 

Chairman COLLINS. Thank you. 

To begin with, if Committee members do have an opening state- 
ment, I ask that they be submitted for the record. And I would like 
to take a moment to explain the timing lights that are in front of 
you. You each have five minutes to deliver your testimony. The 
light starts out as green. When you have one minute remaining, 
the light turns yellow. And finally, at the end of your five minutes 
it will turn red. I would ask that you try as you can to adhere to 
that time limit. 

Our first witness today is Michael Ferguson, president and CEO 
of the Self-Insurance Institute of America. Welcome. He has been 
with the association for more than 18 years, and in his current role 
he provides executive management leadership as well as serving as 
the federal lobbyist for the association. Mr. Ferguson has signifi- 
cant expertise on self-insurance matters related to group health 
plans, workers’ compensation programs, and captive insurance 
companies, and operates his own blog which includes original re- 
porting and commentary regarding legislative or regulatory devel- 
opments affecting the self-insurance industry. Prior to joining SIIA, 
he was a corporate communications specialist for Rockwell Inter- 
national at the company’s world headquarters. Mr. Ferguson 
earned his bachelor’s degree in political science from California 
State University, Long Beach. Thank you for being here, Mr. Fer- 
guson. 

STATEMENTS OF MICHAEL W. FERGUSON, PRESIDENT AND 

CEO, SELF-INSURANCE INSTITUTE OF AMERICA, INC.; ROBIN 

P. FRICK, COMBINED BENEFITS ADMINISTRATORS, INC.; 

THOMAS FARIA, PRESIDENT, SHEFFIELD PHARMA- 
CEUTICALS; LINDA J. BLUMBERG, SENIOR FELLOW, T H E 

URBAN INSTITUTE. 

STATEMENT OF MICHAEL W. FERGUSON 

Mr. FERGUSON. Well, good morning. Chairman Collins, Rank- 
ing Member Hahn, members of the Committee. I am pleased to 
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have an invitation to come and join you this morning. I think this 
is a very important and timely topic, and I am hoping to add some 
value to the hearing today. 

The couple areas that I am going to hit on in my oral comments 
today is talk briefly about what self-insurance is and how it differs 
from traditional insurance, who self-insures, the ACA and self-in- 
surance trends, the advantages and disadvantages of self-insur- 
ance, and talk about the federal regulation of self-insured plans. So 
the trick will be to do that all within five minutes. So let me get 
right into it. 

Real briefly here, if you are ready to talk about the differential 
between self-insurance and fully-insured, if you are an employer 
and you want to provide group coverage to your employees, you 
really have one of two options. You can do a traditional insurance 
plan where you pay a premium to an insurance carrier, and that 
carrier in exchange for a premium basically takes the risk and pro- 
vides coverage to your employees. The alternative is, as an em- 
ployer, you can say, well, instead of paying an insurance company 
to provide coverage for my workforce, I am going to self-insure. In 
other words, I am going to pay the claims out of my own operating 
expenses or trust that I set up to pay the claims. So instead of 
transferring that obligation to an insurance company, the self-in- 
sured organization basically takes that obligation onto itself and 
pays the claims as they are incurred. So that is the differential be- 
tween the fully-insured and the self-insured environment. 

Chairman Collins has already thrown out some statistics in 
terms of the prevalence of self-insurance. Just to pick up on that 
is of particular relevance to this Committee. About 16 percent of 
smaller businesses self-insure. That would be defined within sort 
of three to 200 band; that is reported by the Kaiser Family Founda- 
tion. But what I think would be interesting for this Committee to 
also add, although this is the purview of the Small Business Com- 
mittee, self-insurance is not simply a business strategy that the 
private sector implements. Self-insurance is also very prevalent 
within many labor plans — self-insured Taft-Hartley plans that self- 
insure smaller groups as well as many public sector entities, mu- 
nicipalities, many of which are self-insured. 

Collectively, it is estimated about 100 million Americans receive 
their health benefits through various forms of self-insured plans. 
So the self-insurance market is kind of an underreported business 
story but it is pretty significant and it spans, again, both private 
sector, as well as the labor plans, and a third area is municipali- 
ties. So it is a fairly big marketplace, and so your hearing today 
is particularly relevant. 

So now that we have talked a little bit about what self-insurance 
is, who self-insures, I want to go ahead and address one of the 
questions that has sort of been raised by the Committee. Obviously, 
we are here because in the context of the Affordable Care Act, what 
does that mean for self-insurance? Is that influencing companies to 
self-insure? If so, why that is. 

Now, it is interesting. In the last year or two you hear a lot of 
public comments that self-insurance is somehow a loop hole to the 
ACA or this is a way to bypass the requirements under the Afford- 
able Care Act. And as my testimony is going to demonstrate and 
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hopefully we can get in some Q&A, I actually think that is an in- 
correct observation of the marketplace and what you actually see 
is companies that self-insure actually subject themselves to more 
regulation collectively, not less than if they were in a fully-insured 
environment. And we will get into some of that. 

So the question is, well, why are companies looking at self-insur- 
ance if it is not for some regulatory motivation? Well, I think the 
answer if you talk to companies is that particularly in this environ- 
ment where there is some uncertainty in the marketplace, there is 
cost fluctuations that have been at least indirectly influenced by 
the healthcare law, what you find is companies that are migrating 
to self-insurance. They want to take more control of their costs. 
They do not want to be subject to an insurance company or a gov- 
ernment entity dictating to them what my costs are going to be, 
what overages I am going to have. So by self-insuring, you are able 
to take more control over your plan. To the extent that you have 
decided that you want to provide benefits to your workers, a self- 
insured arrangement puts you in the driver’s seat. You are the one 
that controls your plan going forward, and certainly there is some 
work to go that we will talk about in terms of managing the plan, 
but basically, it is control. It is ownership of your plan which self- 
insurance provides. So that, I think, would be our observation of 
what is driving that. 

There are several disadvantages to self-insurance. I would say 
that not everybody is cut out for self-insurance. There is a lot of 
financial and regulatory requirements that you have to adhere to, 
which is detailed in my testimony, but there are also several ad- 
vantages being self-insured. You can better manage your plan, cost 
savings, and a variety of other things that make self-insurance an 
advantage. Again, not the right choice for all organizations, but it 
is a choice for some. 

So with that I will go ahead and — time is short here. I will con- 
clude my testimony, and look forward to answering questions from 
the Committee as they arise. Thank you. 

Chairman COLLINS. Yeah, no, thank you. And we will try to 
cover a lot of these issues. The intent today is really to be inform- 
ative to small businesses. They are in what we call the traditional 
sign-up period right about now trying to figure out what they are 
going to do the first of the year. 

Our next witness is Robin Frick, who is responsible for key ac- 
count management, compliance, and corporate operations with 
Combined Benefits Administrators, an enrollment firm and third- 
party administrator, or TPA, that performs insurance carrier bill- 
ing, claims advocacy, and benefits management located in Madison- 
ville, Louisiana. Robin is testifying on behalf of the National Asso- 
ciation of Health Underwriters. She has been an active member of 
the organization for several years and has served on the boards of 
both the local New Orleans chapter and the Louisiana state chap- 
ter in several different positions. In 2011, she was accepted onto 
the National AHU Legislative Council, which provides legislative 
advice, communication, and policy positions to the membership. 
Congress, and the administration. Robin received her associate’s 
degree from Emory University in Atlanta, her bachelor’s degree 
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from Louisiana State University, and is certified in transplant con- 
tract management. 

Thank you for being here. You can begin your testimony. 

STATEMENT OF ROBIN P. FRICK 

Ms. FRICK. Good morning, and thank you. 

My name is Robin Frick, and I am licensed professional health 
insurance agent from Slidell, Louisiana. I would like to thank the 
Committee for inviting me here today to talk about self-funding 
health benefit plans and whether it is an appropriate option for 
smaller employers. I have been in the insurance industry since 
1999, and I have spent my career helping businesses design and 
implement self-funded benefit plans for their employees. I have 
also been a part of my professional association, NAHU, for 14 
years, and I am speaking on behalf of all of our members who work 
on a daily basis to help millions of individuals and employers with 
their health coverage needs. 

Regarding today’s discussion of self-insurance, health benefits, 
and the small employer, I will be frank that the decision to self- 
fund coverage should not be taken lightly. It is a multi-year com- 
mitment in which the employer assumes the financial risk for pro- 
viding medical insurance to its employees and their families rather 
than paying an insurer to bear the risk. The appropriateness of a 
self-funding arrangement is not only determined by the size of the 
employer but also the financial stability of the employer, his or her 
risk tolerance, and the ability to administer a compliant plan. 
There is an increased interest by smaller employers in self-funding 
since the passage of healthcare reform, but this is a transient time, 
and again at the state level when there are market reforms. The 
outcome of small employer self-funding though as a result of mar- 
ket reform measures is still rare. 

Self-funding and stop-loss is not a new phenomenon. It has been 
around long since the days of cargo ships sailing to the New World. 
This new awareness of self-funding and stop-loss marketplace 
stems from the employer anxiety about changes to the new 
healthcare law that may bring to their employee benefit offerings 
such as the new national health insurance tax, the “Cadillac tax,” 
and the changes to premium rate calculations. Self-funding a 
health plan provides a means to structure benefits to meet the spe- 
cific needs of an employer but does not allow employers to escape 
the impact of healthcare reform. 

Most of the reform laws market protections apply to employer 
groups of all sizes regardless of how they are financed. For exam- 
ple, a safety compliance client with 75 employees in good health 
and stable age-gender demographic, is interested in alternative 
funding such as self-funding with reinsurance in lieu of paying an 
increase over increase each year to fully-insure an insurance policy 
without experiencing the large ongoing claims that would normally 
directly impact the rates. He is experiencing a significant increase 
each year that is not indicative of his employee population. 

On the other hand, an electrical contractor with 50 employees 
that has ongoing health, both medical and prescription drug claims 
each year, would not be able to financially support a benefit plan 
in a self-funded arrangement. His company may be in a healthy fi- 
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nancial position now, but if we extrapolate the expected risk two, 
three, and five years out, he will very much risk losing what he has 
worked so hard to grow. He would pass on the assumption of risk. 

I have experienced quite the opposite, too. A bank client of 170 
employees is considering the transition to fully-insured from self- 
funding with reinsurance as they can no longer sustain the adverse 
claims. The impact over the last three years has significantly de- 
pleted any reserves previously realized and gained through their 
self-funded arrangement, and the concern is that they are behind 
the 8-ball, so to speak, and they cannot get ahead. They are tired 
of assuming that all of the financial risk, the administrative re- 
sponsibilities, and the compliance liabilities. The growing interest 
in alternative funding mechanisms has led some self-funded mar- 
ketplace innovation with the development of hybrid level funding 
plans which can ease the transition from fully-insured to self-fund- 
ing, and we anticipate further growth and innovation within this 
regard. 

From a compliance and regulatory perspective, although self- 
funded plans fall outside of state-level insurance regulation, though 
they have always been subject to ERISA, stop-loss policies are ac- 
tively regulated by state insurance departments and are held le- 
gally accountable for marketplace conduct; likewise for the licensed 
insurance professionals advising in those arenas. 

In short, as healthcare reform has moved forward, employers are 
looking to gain greater control over their employee benefit options 
and funding mechanisms. I truly appreciate the opportunity to pro- 
vide testimony to your Committee today. I consider it a huge honor 
to be here and a privilege to be able to inform you, our elected rep- 
resentatives, how the self-funded health insurance marketplace 
works for employers, both large and small. 

Thank you. 

Chairman COLLINS. Thank you very much. 

Up next is Thomas Faria. Is that correct? Faria. President and 
CEO of Sheffield Pharmaceuticals in New London, Connecticut. He 
has been president and CEO of Sheffield, one of the nation’s fast- 
est-growing contract manufacturers of over-the-counter pharma- 
ceutical creams, ointments, and toothpastes since 2002. In this 
role, he is responsible for overseeing all areas of operation of 160 
employees, $30 million pharmaceutical products manufacturing 
company. The responsibility includes the absolute authority on all 
major decisions that affect the company and he acts as the public 
voice in all legal, public, and customer relations. Mr. Faria received 
his B.S. in industrial and operations engineering from the Univer- 
sity of Michigan and his MBA from Bryant University in Smith- 
field, Rhode Island. We appreciate your participation, Mr. Faria, 
and please begin your testimony. 

STATEMENT OF THOMAS FARIA 

Mr. FARIA. First of all, I would like to thank you for the oppor- 
tunity to speak to you all. I think this is truly a very important 
topic to talk about, especially for small businesses because as you 
review information and some of the topics that are most important 
to small businesses, what usually rises to the top is the ever-in- 
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creasing costs and the unknown costs of the future of providing 
health care for their employees. 

Our experience that got us and Sheffield to try self-insurance, it 
really started in 2007. Up until that point, every year we would go 
through and review our health care costs and quote them, and we 
would expect a moderate increase of 5 to 10 percent on our insur- 
ance premiums. In 2007, we had a few unfortunate events with our 
employees. They were using — that caused our healthcare costs to 
go up. In response to that, our fully-insured provider increased our 
rates 25 percent. The next year, they were looking to increase our 
rates 39 percent, and when we looked around for any comparable 
products from their competitors, they were even higher. So at that 
point we took a look at and really did a leap of faith knowing that 
our staff were hoth fairly young and fairly healthy, we went for the 
opportunity to self-insure ourselves, and we have been doing that 
since 2009. What I can say is that so far that has been a great deci- 
sion. We have saved over that four-year period roughly $400,000 
compared to what we would have paid for our insurance premiums. 
And that is about a 19 percent savings. What we did with that sav- 
ings, really, that allowed us to keep our benefits the same. We 
have a gold quality insurance program and we have kept that af- 
fordable for our employees. 

When I look at some of the benefits that self-insurance can help 
with small business, first, obviously, there is an opportunity to save 
costs. Secondly, whenever you give an entrepreneur or business the 
opportunity and the information that is provided, you give them an 
opportunity to get responsible for those costs and accountable for 
those costs. And so self-insurance allows for some transparency on 
the healthcare costs that these businesses are incurring. This al- 
lows them to cater, and self-insurance allows for the flexibility to 
change their plans pretty much on the fly to adjust their plans for 
efficiency and also in some cases to reduce costs. What self-insur- 
ance also does, it allows and gives great incentive for small busi- 
nesses to invest now in education and incentives that help improve 
overall efficiency of their programs. As a businessman, I can say 
that such investments usually you would not go and invest in such 
incentives when the benefit may turn out to be your fully-insured 
provider. Here we are looking at mitigating future costs by pro- 
viding incentives for people to first go out and get physicals yearly, 
and also we provide incentives for them to lead healthy lives. That 
means checking your cholesterol, blood pressure, not smoking, 
keeping a healthy weight. And it is truly these self-insurance plans 
that allow us the flexibility to really kind of cater our programs to 
the needs that we see in our employees and also that we see com- 
ing up through the data that we are reviewing. 

I thank you and look forward to contributing in any way. I look 
forward to your questions. Thank you. 

Chairman COLLINS. Thank you very much. 

I would like to now yield to Ranking Member Hahn for introduc- 
tion of our next witness. 

Ms. HAHN. Thank you, Mr. Chairman. 

It is my pleasure to introduce Dr. Linda Blumberg. Dr. Blumberg 
is a senior fellow at the Urban Institute’s Health Policy Center. 
Her recent work includes a variety of projects related to the anal- 
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ysis of health reform and state implementation of the Affordable 
Care Act. Dr. Blum berg serves as a senior advisor for the insti- 
tute’s Health Insurance Policy Simulation Model, and is also a 
member of the Health Affairs Editorial Board. 

Welcome, Dr. Blumberg. 

STATEMENT OF LINDA J. BLUMBERG 

Ms. BLUMBERG. Thank you very much. 

Mr. Chairman, Ranking Member Hahn, and members of the 
Committee, I appreciate the opportunity to testify before you today. 
The views that I express are my own and should not be attributed 
to the Urban Institute or its sponsors. My testimony draws on my 
own and my colleagues’ analysis of the ACA, some of which rely on 
a 10-state case study effort of ACA implementation which the 
Urban Institute continues, along with our colleagues at the George- 
town University for Health Insurance Reforms, and some of which 
relies on the Urban Institute’s Health Insurance Policy Simulation 
Model, HIPSM, a micro-simulation model that estimates individual 
and employer responses to specific provisions of the law. 

Our analyses lead to the following main conclusions. Changes to 
small group insurance under the ACA intended to broaden sharing 
of healthcare risk across firms. An increased premium stability and 
access to insurance do not in general apply to self-insuring firms 
regardless of size, nor do they apply to private stop-loss policies, 
the product that makes it feasible for small firms to self-insure. As 
a result, small, young, and healthy firms will have increased incen- 
tives to self-insure once the ACA’s reforms are fully in place, pos- 
sibly trying to move between self-insurance and healthy years and 
fully-insured products and less healthy ones. 

However, stop-loss policies combined with the self-insurance ap- 
proach itself carry substantial financial and legal risks for small 
employers. As such, sales of stop-loss to small firms are relatively 
uncommon today. In fact, many sources in our case study were 
from the insurance and producer communities felt it was irrespon- 
sible to market stop-loss policies to small firms. However, we are 
seeing increasing marketing activity by reinsurers since passage of 
the ACA, including the emergence of bundled products which com- 
bined stop-loss coverage with administrative services. Many tradi- 
tional insurers report that they do not want to get into this busi- 
ness, but if they see their traditional products being undermined 
they will have to participate as well. 

While some states, for example, Colorado and Rhode Island in 
2013, continue to pass laws due to the risks involved. In the vast 
majority of states, stop-loss coverage is not regulated like insur- 
ance, and as such, the policies can be denied to small firms out- 
right due to their health status, are not required to cover specific 
benefits, are not guaranteed renewable, and can charge premiums 
based upon the claims experience of a particular firm with reunder- 
writing occurring frequently. 

Reinsurers can also include lasers that exclude coverage for the 
expenses of a group’s highest cost or highest risk members. Stop- 
loss policies may not pay claims until the end of the first quarter 
after the plan year ends, leaving small financially vulnerable firms 
to pay all incurred claims upfront. Small employers may be wholly 
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financially responsible for claims incurred in a plan year but filed 
after the end of that year once a reinsurance policy ends, leaving 
the employer exposed for large dollar amounts not anticipated. 

Significant increases in self-insurance also pose substantial risks 
to those small firms wishing to remain in the fully-insured market, 
an issue that has led some states to prohibit the sale of stop-loss 
to small firms. And due to these risks, in 2012, an actuarial sub- 
group of the NAIC recommended changes to their model law which 
would set the attachment point or deductible for stop-loss coverage 
at a minimum of $60,000 per insured individual. Our micro-simula- 
tion analysis finds that their suggested parameters would, in fact, 
dissuade the vast majority of small firms from self-insuring. Under 
this approach, average premiums in the fully-insured small group 
market would be lower than under a scenario with looser stop-loss 
regulations or none at all. If these recommendations were imple- 
mented in a uniform manner nationally, the fully-insured small 
group market would be roughly one and a half times as large and 
the average fully-insured small group premium would be 20 to 25 
percent lower than if reinsurance effectively acts as unregulated in- 
surance. 

To conclude, self-insurance and unregulated stop-loss coverage 
carries substantial risks for small employers who are often already 
financially vulnerable and frequently ill-equipped to take on the 
additional financial and legal risks associated with it. It also car- 
ries risks of undermining the ability of other small firms to pur- 
chase affordable coverage for their workers in the fully-insured 
market. A majority of states do not regulate the sale of stop-loss 
insurance today, and many of those that do regulate it require min- 
imum attachment points well below recent actuarial recommenda- 
tions. 

In addition, we were unable to identify even a single state that 
currently monitors the sales of these policies to small firms, and 
only one that has plans to begin doing so. The Federal government 
could intervene, prohibiting the sale of stop-loss insurance to small 
employers, requiring its sale to small employers be regulated by 
small group rules, or setting minimum attachment points con- 
sistent with the new recommendations. At a very minimum, the 
Federal government can develop and implement an effective plan 
for closely monitoring increases in small firm self-insurance nation- 
ally and by state. Given the magnitude of other tasks and time 
pressures, states are not inclined to do so on their own, which 
means that in the absence of a concerted federal effort, states will 
be unprepared to intervene as warning signs increase the time at 
which major market disruptions could more easily be avoided. 

I am happy to answer any questions that you might have. 

Chairman COLLINS. Thank you to all the witnesses. I think we 
can have some very interesting questions. Ms. Hahn and I tend to 
run our hearings a little different than most. Instead of going first, 
which you find with many chairmen and ranking members, we like 
to go last. Our fellow members have busy schedules and so I will 
defer, as she will, to our fellow members here and then we will 
bring up the rear. 

So with that I would like to start with the Congressman from 
Colorado, Mr. Coffman, if you would like to ask some questions. 
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Mr. COFFMAN. Thank you, Mr. Chairman. I think this is — cer- 
tainly having heen a former small business owner, that this is a 
very important hearing given all the changes to health insurance 
in America right now under the Affordable Care Act, better known 
as Obamacare. And I would like to ask each of the panelists to, if 
you could, answer relatively quickly, but to basically say under the 
pressures of the Affordable Care Act, do you think that self-insur- 
ance will grow under — in this new environment as a mechanism for 
small businesses to afford health insurance for their employees? 

Start with you, Mr. Ferguson. 

Mr. FERGIJSON. Sure. Thank you. Congressman, for the ques- 
tion. 

To answer that, I think our view would be that we would predict 
a continued growth in the marketplace, although that growth will 
probably be somewhat moderate just because for reasons that some 
of us have talked about already, stipulated self-insurance is not the 
best choice for all companies, particularly small employers. For 
some it is a great choice. But what we are seeing in the market- 
place, there is a lot of companies that are looking more at self-in- 
surance, and as part of that process to evaluate whether that 
choice is right for them, many of them as they sort of go through 
the process realize, well, this may not be the right choice for us so 
they do not go forward with that. But for companies that they have 
the financial viability, they have the sophistication to pursue this 
funding method, it is a good choice. So for that reason, since there 
is more interest generally, I think you are going to see a continued 
growth. But again, I do not see it as a wholesale migration. I think 
you are just going to see more companies gradually shift into the 
self-insurance marketplace. 

Mr. COFFMAN. Thank you. 

Ms. Frick. 

Ms. FRICK. I agree with Mr. Ferguson. I do not know that it 
would actually explode as far as all of a sudden vast rush of people 
to come in to self-fund. The growing interest does not necessarily 
equate to a growing number of new self-insurance or stop-loss poli- 
cies. Just as Mr. Ferguson indicated, you will have more people 
that are looking into it, doing the math, and as insurance profes- 
sionals, that is our job, to help them determine the risks and ad- 
vantages of every kind of funding mechanism available to them. So 
the increased interest is in something that is now newer to them 
than there has been before or rather may be available to them than 
it has been before. You still see reinsurance carriers that would 
provide the stop-loss behind it still a little hesitant to come down 
into the market of under 100 or under 50 just because that market 
space is typically not very self-funded friendly from a risk stand- 
point. 

Mr. COFFMAN. Mr. Faria. 

Mr. FARIA. I guess my answer would be I hope so. But I belong 
to an organization called the Young Presidents Organization, and 
in that organization we have had numerous talks about self-insur- 
ance, and actually, literally, one of the topics was about how to re- 
spond to Obamacare, and they were actually pointing towards self- 
insurance as a way to potentially mitigate the unknown costs that 
Obamacare may cause in terms of increased fully-insured pre- 
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miums. I think right now, especially right now, when you are look- 
ing at a situation where the fully-insured providers have an un- 
known, certainly with this website problem and other issues, and 
of course, the issue here with people losing their coverage, they are 
not quite sure what the premiums are going to be going forward. 
And I think right now self-insurance might be a great option for 
some people to mitigate that potential liability of increased fully- 
insured plan premiums. 

Mr. COFFMAN. Thank you. 

Dr. Blumberg. 

Ms. BLUMBERG. Because under the Affordable Care Act price 
discrimination based on health status of a small group is prohibited 
nationally for the first time, the self-insurance becomes a more at- 
tractive option for firms that have healthier than average risks in 
their firm. And so we do expect there to be an increase in self-in- 
surance as a consequence barring other intervention, either feder- 
ally or at the state level. 

I will mention to you that in terms of the uncertainty that one 
of the witnesses was mentioning, the issues with the website are 
very strongly unrelated to the vast majority of the small group in- 
surance market which will continue to, in the fully-insured market, 
buy through brokers and agents as they have in the past with some 
percentage going through the exchange. But the markets are 
merged between the exchange and the non-exchange small group 
market. And so anything that creates a segmentation of risk be- 
tween the self-insuring firms and the fully-insured firms affects the 
entire small group market. 

Mr. COFFMAN. Thank you, Mr. Chairman. I yield back. 

Chairman COLLINS. Thank you. 

At this point we would like to yield five minutes to the Congress- 
man from Oregon, Mr. Schrader. 

Mr. SCHRADER. Thank you, Mr. Chairman. And I appreciate 
the tone of the hearing if I may say so. It is a great idea, great 
topic. I am curious myself to see how this may or may not work 
out for businessmen and women around the country. So I really ap- 
preciate it. 

First, I guess to Mr. Ferguson, if you could elaborate why you do 
not think this is a loophole in the ACA, and then you first comment 
on how this stop-loss works. It seems to me small business to me 
is something under 50 employees, and you are one catastrophic 
event away from losing your business if you do not have big cash 
reserves. How does that stop-loss really work? I would ask Ms. 
Frick the same question in a minute. Why is it not a loophole and 
why is this remotely possible for small business? 

Mr. FERGUSON. Sure. I am glad you asked that question, so let 
us explore actually both of those variations. 

The issue about the loophole is that there is concern or express 
stating that somehow self-insured plans are these unregulated en- 
tities that are out there and are sort of operating in kind of the 
Wild West. But, the fact is if you put a finer point in it, what we 
are really looking at in this discussion is what is the trend. Em- 
ployers that are moving to self-insurance post-ACA. And by defini- 
tion, those plans would be non-grandfathered self-insured plans. 
We have got two varieties — the grandfather and the non-grand- 
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fathered self-insured plans. So all of those plans that are moving 
to self-insurance would be non-grandfathered plans, and as such, 
they are subject to almost all of the regulations under the AC A. 
There are a few. There are about three or four that they are not 
subject to, and there are particular reasons why they are not appli- 
cable to self-insurance. Because essentially, self-insurance plans 
are the equivalent of nonprofit health plans. They are not in the 
health insurance business. They are widget manufacturers. And so 
in addition to that, not only are they regulated by the ACA, they 
are also regulated by ERISA. Also, HIPAA, COBRA. There are all 
these other federal laws that apply. So if you are going self-in- 
sured, you are actually subjecting yourself to more regulation, not 
less, if you are looking from a business owner standpoint. 

Now, to your question about stop-loss insurance, distinction be- 
tween stop-loss insurance and health insurance. Stop-loss insur- 
ance is essentially a liability-type of insurance product between the 
carrier and the employer. A stop-loss insurance policy does not 
cover individuals, it does not pay claims, and so there is a distinc- 
tion that you need to keep in mind whereby you have got the plan, 
the self-funded plan, and you have the participants within that 
plan. And those participants are in the plan, they get coverage 
under the plan, no matter what the stop-loss insurance arrange- 
ments are. The stop-loss arrangement is simply a reimbursement 
mechanism between the employer and the carrier. So the fact, any 
of the arrangements of the stop-loss does not affect the plan par- 
ticipants, whether there is a laser, which means that the employer 
retains liability for one or more people under the plan not subject 
to liability. It is simply a reimbursement mechanism. So that is a 
financial tool that the employer uses and really has nothing to do 
with the healthcare, per se, delivery for the plan participants. I 
hope that addressed your question. 

Mr. SCHRADER. And then, Ms. Erick, if you will chime in. So 
what does it cost? I mean, if the stop-loss companies are willing to 
assume that ultimate risk, you know, I have got only so much cash, 
my employee develops cancer, has this catastrophic crippling in- 
jury, you know, I do not have enough money to pay that, that is 
the reason I got you as a stop-loss insurer or backstop. What does 
it cost me to have you do that and what caveats do stop-loss com- 
panies put in to make sure they are not on the hook? 

Ms. FRICK. Very good question. 

With a stop-loss arrangement, self-funding, either you are going 
to assume everything without the backstop or reinsurance, or you 
purchase reinsurance just as you said to cover your more cata- 
strophic risk. So rates are determined just as you would in a fully- 
insured market from the reinsurance but without the medical 
piece. The medical piece is added in after when you are looking at 
your specific medical claims experience and how you can turn that 
forward for your expected, and then the maximum liability over 
that next plan year. 

So in the reinsurance piece, you are still taking into consider- 
ation the size of the group, the demographics, the area factors, 
where it is, and just the cost of what you are needing to cover. And 
then, how large of a deductible do you want on each bellybutton 
that is covered on the plan. And then if you are in that size market 
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of say 1,000 or less, you are going to want the extra ag^egate pro- 
tection that protects collectively all of the bellybuttons in the plan. 
So you have one on each and one as the whole. 

So in that perspective there is always — you have to take all of 
that in to develop some kind of fixed premium cost that is a known 
factor over the 12 months. Your claims, you do trend out and ex- 
pect where they will be. It is safe to put a corridor so you have a 
maximum liability to which you maximum would pay out, say 
about 125 percent of where you expect your claims will fall, but the 
reinsurance provides, if I set a deductible on each bellybutton as 
$10,000, then after that $10,000, my plan is reimbursed by the re- 
insurance carrier for anything over that expectation. So there is a 
cost factor. The reinsurance carrier is looking at everything, look- 
ing at the claims experience, what has happened before. 

Now, what is interesting is if you are moving in typically that 
small group market under 100, you do not get the claims experi- 
ence, or if you do, it is very aggregated. It is not very specific as 
we have known in the past. So now it is not a guessing game but 
you are looking at a whole market or a pool in and of itself. So now 
you are having to determine across a broad spectrum what do I be- 
lieve for this area, for this type of industry, for these kinds of work- 
ers, where should we place the deductible level? What do we expect 
out of them? An oil rigger is going to have a much higher risk fac- 
tor than someone who sits behind a desk every day. So those are 
all taken into consideration. But the reinsurance does provide sleep 
insurance. I know at night that my total exposure is X. I know if 
I have an aggregate coverage that my total as a plan is X and there 
are reimbursables. As was noted earlier, just totally crippling 
someone, it does just help to have that something in the back- 
ground. 

Mr. SCHRADER. Sure. Thank you very much. 

I yield back. Very helpful. 

Chairman COLLINS. Thank you. 

At this point we would like to yield five minutes to the Congress- 
man from Kansas, Mr. Huelskamp. 

Mr. HUELSKAMP. Thank you, Mr. Chairman. I appreciate the 
opportunity to visit here and learn much more about this topic. My 
first question would be for Ms. Erick. Thank you for being here. 

How many years of background do you have in this industry and 
your education that qualifies you for your current position? 

Ms. ERICK. Sure. So I have been in the industry ever since I 
graduated from college basically. So a little over 14 years ago. 

Mr. HUELSKAMP. Two years ago? 

Ms. ERICK. Yeah, about five. Thanks. 

And I have been active — just from the perspective, I started — 
when I started my career I started out with an insurance con- 
sulting firm and just started asking a lot of questions and moved 
from the small group space and fully-insured into our client-size, 
the middle market space, starting to get a mix of self-funding, and 
then to a larger self-funded market space. I was curious. I asked 
a lot of questions. I like to learn, and if I need to educate you about 
it, I need to know what I am talking about. I worked with a man- 
aged care company for a year so I had a very interesting and in- 
depth look on the inside from how an HMO self-functions. I had a 
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very good relationship with the underwriting actuarial depart- 
ments, so I really understand how rates are calculated. What is the 
value of a co-pay? What is a value of the deductible and the out- 
of-pocket. And from then, back on the consulting side. 

Mr. HUELSKAMP. Last week in a hearing, for instance, the 
HHS secretary did admit a felon could serve as a navigator poten- 
tially. How comfortable would you be to call up a navigator or visit 
with them in order to make your healthcare decisions? 

Ms. FRICK. Honestly? 

Mr. HUELSKAMP. Yes. 

Ms. FRICK. Not comfortable at all, unless I knew that they were 
a licensed, regulated entity that had to conform to continuing edu- 
cation as we have to or a required number of hours every two 
years. And we are subject to market conduct and are held legally 
accountable for what we do, what we say. We carry E&O insur- 
ance. We have, you know, for any claim against us. I want to know 
that the claim that I am talking to on the other line knows exactly 
what I am talking about or asking the questions for. I appreciate 
if someone does not know and is honest and says I do not have that 
answer but I will find out for you, but I would much rather if I am 
making a big healthcare decision, just as an employer or as an in- 
dividual, this is your number two for an employer payroll. This is 
the number two list on your accounting statement. You have got 
to know who you are talking to and who you are dealing with and 
they are going to be able to be objective in helping you determine 
what is best for you. 

Mr. HUELSKAMP. Well, thank you. I share that concern as well 
and hear that from constituents worried about instead of the agent 
they usually rely on or the folks that help manage their account 
at their employer, just worried about a navigator, untrained, per- 
haps for a month, not even that. No insurance. I had not even 
thought about that. I mean, that is just a basic requirement of the 
agents. 

The second question would be for Mr. Ferguson. I am looking at 
a story from my district in Kansas, which is about the middle of 
the country, and a company by the name of Vortex Corporation. 
They work really hard. Their insurance renewal date just happened 
to be July 1st, and they worked really hard and made that require- 
ment, did everything they needed to do, and then shortly thereafter 
the administration announced, you know what? We are just going 
to ignore the portion of Obamacare that says the business man- 
date. We are going to put that off. Other companies, were they in 
this situation? And what has been the impact of delaying that? I 
have heard various reports of what that has meant for businesses. 
If you could provide some light on that, Mr. Ferguson. 

Mr. FERGUSON. Well, I assume you are referencing companies 
that currently maintain a plan or determine whether to continue 
that plan through 2014. Is that the direction of the question? 

Mr. HUELSIUkMP. Yes. In this case, the renewal is July 1st. 

Mr. FERGUSON. Right. 

Mr. HUELSKAMP. And they worked everything they could in 
the law and all of a sudden it was suspended for a year. 

Mr. FERGUSON. Well, what I can simply tell you is anecdotal, 
so disclaimer there, and the companies that I have spoken with is 
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that all of the companies that provide or are thinking of providing 
a group health plan, they have run the numbers so to speak. They 
have done the analysis in terms of whether they want to start a 
plan or maintain a plan, and they have probably reached some ini- 
tial conclusions as to whether they want to play or pay. But most 
of those companies are taking a wait-and-see attitude, particularly 
the ones that are thinking about that they might drop the coverage 
and go ahead and pay because they are kind of waiting to see what 
exactly — how is the experience in the exchanges going to be. For 
instance, for companies that would be considering potentially drop- 
ping their coverage, one of the things that they are looking at is, 
okay, are the exchanges, are they going to be functional? Are they 
going to be effective? Because that is going to impact the decision 
of the employer. If they are thinking, well, if my assumption is that 
I could drop my coverage and there is a viable option for my em- 
ployees and it is easy and you can get your affordable coverage as 
the law anticipated through the exchanges. That might influence 
my decision to go ahead and drop my plan. 

On the other hand, if there is uncertainty in the marketplace and 
the exchanges are not delivering on that promise, then that would 
sort of push them back to maintaining the plans. I think if you talk 
to most companies that are self-insured that have run successful 
self-insured programs, their preference is to keep their plans just 
because for no other reason it is a value to them. It is a value to 
retain and attract talent. So for those successful plans, they are in- 
clined to keep them. But they have all run the numbers. They have 
all had their initial analysis. Most, if not all, will not publicly state 
what their intentions are but in some backroom they have a 
spreadsheet that shows all the different variations. And again, as 
I said, a lot of them are just sort of waiting to see how — obviously, 
there is a lot of uncertainty that is going on in the marketplace 
right now so they are kind of waiting to see how this all plays out. 

Mr. HUELSKAMP. All right. Thank you, Mr. Chairman. 

Chairman COLLINS. Thank you. 

At this point we would like to yield five minutes to the Congress- 
man from Missouri, Mr. Luetkemeyer. 

Mr. LUETKEMEYER. Thank you, Mr. Chairman. 

Just a couple quick questions here. Mr. Earia, you have a plan 
in place and have been working with it for how long now? 

Mr. EARIA. We have been working with it for over four years. 

Mr. LUETKEMEYER. Eour years. Okay. How has it been accept- 
ed by the employees? Do they like it? Do they have concerns with 
it? Mad at it? In love with it? Ready to go for some more? What 
is the story? How do they accept it? 

Mr. EARIA. Well, I think in a lot of ways it is seamless. We are 
just replacing kind of the backend of the insurance. So for some 
businesses, they can choose to keep everything the same. You 
might not even have to tell the employees. 

Mr. LUETKEMEYER. Does it help retention then by having, in 
your situation, a rather seamless transition to this new plan? I as- 
sume it does not hurt retention. 

Mr. EARIA. Right. I mean, I think as I stated in my testimony, 
the savings that we have gotten from self-insurance has allowed us 
to keep a high standard plan. We consider our plan, it qualifies to 
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be a gold standard plan. We have also been able to keep that rel- 
atively affordable for our employees. And so for us we are using our 
self-insurance as a benefit for our employees to help us keep and 
retain our employees. 

Mr. LUETKEMEYER. Okay. Do you fund the program entirely 
or do you have a reinsurance stop-loss behind your plan? 

Mr. FARIA. Absolutely. We have a stop-loss. 

Mr. LUETKEMEYER. Okay. Very good. 

Ms. Frick, you deal with lots of plans. I know that the bigger you 
get probably the more functional this becomes, the more of an op- 
tion it becomes. How small does it get down to where it is really 
not an option or not something that needs to be considered or you 
need to just go ahead and let the insurance company take the risk? 
What has your experience been? 

Ms. FRICK. Obviously, the larger you are the more credible your 
claims experience is, which that being, it is more indicative of 
where you will be in the future. There is the one-in-five rule where 
one out of every five years you will probably tank, you will have 
a bad one, but for the most part you are going to run pretty well. 
The larger you get, it becomes a very predictable number. As you 
become smaller, your claims experience is less — there is more vola- 
tility just from the perspective that it is less predictable. When you 
are around about 100, 200 employees, you need to gain the time 
to have a plan in place to really see where your trend is going be- 
cause just as was mentioned earlier, you can have the one that just 
blows the whole plan out of place but that one person in a smaller 
group is more damaging to that group than the one person in a 
larger group. 

Mr. LUETKEMEYER. What has your experience been with rein- 
surance? Do most companies have a stop-loss behind them or are 
there companies out there that just take the full risk and just let 
it fly? 

Ms. FRICK. Most will have reinsurance except when you find a 
very large employer with tens and thousands of employees that can 
really financially put it behind them. 

Mr. LUETKEMEYER. Do those companies that participate in 
this, is it more based on the revenue of the company so they have 
more cash flow or is to more based on the number of employees? 

Ms. FRICK. More on the financial perspective. What can I as- 
sume? What is my risk tolerance? 

Mr. LUETKEMEYER. And expense to put this money into — my 
next question is do most of them use a trust fund to put this into 
or do most of them just write a check out of their account when- 
ever, you know, they just have a separate bank account and then 
just write checks out of it whenever something happens? 

Ms. FRICK. Sort of that. Both. They have a claims fund. So you 
set your employees — employees still have a premium they are pay- 
ing, and you set that premium based on the claims and the admin- 
istrative costs, just as you are in a fully-insured plan. You pay 
$100 a month in premium. That is encompassing the claims that 
have to be paid, the administrative fees that have to be paid all 
in one lump dollar. You do the same thing on the self-funded side. 
So from an employee’s perspective, I do not know the difference. I 
do not know the funding mechanism behind the plan. So the claims 
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dollars that you as Mr. Employer are withholding from my payroll, 
for example, are put into that separate fund. The administrator 
who is physically paying the claims since the request to the em- 
ployers in the past however often that is — two weeks, one month. 
You have had these claims. Please send the check for this money. 

Mr. LUETKEMEYER. Okay. I am running out of time here. If 
one of you, probably Mr. Ferguson, I would imagine, could give me 
just sort of a thumbnail sketch of how this fits into the McCarran- 
Ferguson act. You know, basically states need to be in charge of 
health care, yet this comes under sort of an ERISA situation. So 
can you give us a thumbnail sketch on what applies, what does not 
apply, how this all fits together? 

Mr. FERGUSON. Sure. As you mentioned, the Employee Retire- 
ment Income Security Act is the controlling main federal regulation 
that governs self-insured health plans. So as a self-insured health 
plan, you are regulated under federal law by ERISA principally but 
then other laws also apply, including as I mentioned, many of the 
applications and provisions under the Affordable Care Act. The 
McCarran-Ferguson dictates that the business of insurance is regu- 
lated at the states. So we talked a little bit about stop-loss insur- 
ance carriers. The stop-loss insurance carriers are state-regulated 
entities. So you have the plan that is regulated by the Federal gov- 
ernment, stop-loss insurance carriers are regulated at the state 
level. Does that answers your question? 

Mr. LUETKEMEYER. Yeah. That just adds to confusion. Thank 
you very much. 

Mr. Chairman, I appreciate your time. 

Chairman COLLINS. Thank you. 

Well, Ms. Hahn and I will now kind of jump in and try to connect 
some of the pieces. I guess, Mr. Ferguson, let me start with you be- 
cause you are the Self-Insurance Institute. Just to be clear, an em- 
ployee designs a self-insured plan. One thing that is a big thing, 
they do not, as I understand it, have to meet the eight or 10 min- 
imum requirements of the ACA. If they choose to have a self-in- 
sured plan, for instance, that does not have a free gym membership 
or does not have maternity care or contraceptive coverage, they are 
allowed to do that. That is one of the three or four exceptions. Is 
that correct? 

Mr. FERGUSON. You are correct. They are exempt from the es- 
sential health benefits rule. But there is a longer answer. They are 
subject to the minimum value requirement that the plan has to 
provide minimum value for them to meet their employer mandate 
requirement as well as their plan participants to meet the indi- 
vidual mandate requirements. So it is sort of an indirect sort of 
regulation in terms of the composition of the quality of the plan. 

Chairman COLLINS. So, for instance, if a company had a reli- 
gious objection to providing contraceptive coverage, they do not 
have to do it in a self-insured plan. But the point you are making 
is — I call it the 60 percent rule — their plan actuarial still needs to 
cover 60 percent of the expected costs that would be incurred. Is 
that what you are talking about? 

Mr. FERGUSON. That is correct. 

Chairman COLLINS. Right. So overall it meets the standards 
but not “one size fits all.” Each company can design the plan they 
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want, which I would like to think is what America should be all 
about. 

Now, today we have community-rated plans which a lot of small 
businesses are in. We have experience-rated plans, which obviously 
is what Mr. Faria had as a fairly large small company, 160 employ- 
ees. He was experience-rated each year, and if somehow he had 
some unhealthy situations, his rates could go up, up, up. If you are 
that 25 , 30, 40 employee company, you are probably in a commu- 
nity-rated plan. And then you have self-insured. And maybe now 
you throw the exchanges in. But is it fair to say then experience- 
rated, community-rated, self-insured are maybe the three big 
things out there? 

Mr. FERGUSON. I think that is one way to describe it. 

Chairman COLLINS. And Ms. Frick, if a company at some size, 
like Mr. Faria, he probably would not qualify for a community- 
rated plan. Is that correct? They are only going to take him on an 
experience rated plan, so each and every year they are going to say 
what happened this year, look back a couple of years, and then de- 
sign the premium schedule which he could be fortunate it goes up 
1 or 2 percent or he could have a bad year and have it go up 30? 

Ms. FRICK. Typically, the under 100 group size is where you are 
put into that community-rated pool. But when you get over the 100 
you start jumping out of the pool. 

Chairman COLLINS. All right. So that brings my next question. 
As companies, and actually, I am looking at this in a couple of my 
businesses, on the stop-loss, I do not think any small business 
owner would ever enter into this without stop-loss. So, and I am 
sure this may vary state-by-state, location-by-location, but is there 
a point at which somebody wants self-insurance but they cannot 
get stop-loss? What would that employee, you know, like if you had 
25 employees, could it be if I hired you to go find me self-insurance 
you might not be able to get a competitive stop-loss quote? But if 
I had 80 or 100 I could? And is there any generalities there? 

Ms. FRICK. You are right. I mean, that is a fair statement. Be- 
cause the reinsurance carrier is still looking at they are assuming 
some risk at some point in time. So how much is it going to cost 
them on that small group when there is not going to be a lot of 
premium per se to come out. 

Chairman COLLINS. Is there a number, like, one thing we 
hoped to get out of the hearing is — and I am going to talk to FOX 
News today, is maybe some generalities. Is it 25? Is it 50 employ- 
ees? Is it 75? Because there may be — there are a lot of people look- 
ing at options but we do not want to mislead someone that has got 
10 employees who think they can do a self-insured plan and actu- 
ally get a stop-loss. 

Mr. FERGUSON. That is a great question. It is an obvious ques- 
tion. And the answer is a little less precise. And the reason for that 
is as we talked about — now, self-insurance, the larger you get on 
the continuum, you are more likely to be a viable candidate for self- 
insurance. So by converse, the smaller you are, the less likely. But 
you cannot just look simply at the employee size. As we talked 
about a little bit earlier, to a large extent is a balance sheet. It is 
a financial decision. And so you may have — let us just take an ex- 
ample — you may have a law firm that has 30 or 40 attorneys that 
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is cash rich, that has a fairly stable workforce that has the finan- 
cial wherewithal to self-insure. And they may he a great candidate 
to self-insure. Look at the opposite way. You may have a much 
larger employer that is really having challenging — does not have 
much cash reserves. They are a larger employer. They may not he 
viable for self-insurance because of their financial condition. So it 
is tough to sort of pin down an exact number. It really is, again, 
the smaller you get on the spectrum it is certainly more difficult. 
But to the extent that again you are strong financially — and the 
other component, too, is, I make the point, is the successful self- 
insured companies are largely the ones where the principals, the 
owners, the executives of those companies decide they want to take 
ownership of the plan. They want to roll up their sleeves and make 
the plan work. Because one of the advantages of self-insurance is 
you have the ability to really customize your plan and really make 
it work well, but it takes some effort. It takes some time. Your ex- 
ecutives are going to have to reserve some time. They are going to 
have to meet with their business advisors. They are going to have 
to evaluate different things that they want to incorporate as part 
of their program. 

So if you have a corporate culture, such as Mr. Faria and his 
company, where the senior executives are saying, hey, healthcare 
cost is a high-ticket item on our P&L, we want to do something 
about it. We understand we are going to have to commit the time, 
and they do that. The smaller firms can be successful again if they 
have the financial wherewithal. But the opposite is true. If you are 
a small business owner and you are just looking at this I just want 
to save costs but I am not willing to put the time in, do not do it. 
It is not going to be a good investment for you. 

Chairman COLLINS. So, Ms. Frick, I have got 75 employees. I 
am in a community-rated plan, not experience-rated. I am really 
worried about what my insurance costs are. It is now whatever 
today is, November 14th or whereabouts, and I have got a short 
time to make a decision. So I come to you and I say I really want 
to explore self-insurance as opposed to my community-rated plan 
that I am offering. What do you do? Could you walk us through 
step-by-step like the actuarial calculation? You call an insurance 
company. How do I get stop-loss, et cetera, et cetera. What do you 
bring forward as far as a network, you know, renting a network, 
having a network, the blues, getting to. What does the employee 
seek because he used to a Blue Cross Blue Shield card or some 
other HMO. So walk us through someone like me coming to you 
saying I do not know anything much about anything. How do I get 
started? Where do we go? And what is the timing? 

Ms. FRICK. Okay, sure. 

So first, we take your census of eligible employees with all their 
demographic data — age, gender, zip code — so that you can do 

Chairman COLLINS. Number of family members, et cetera, et 
cetera? 

Ms. FRICK. Who is covered under the plan. Then take if any 
kind of experience is available, even on an aggregated basis. Take 
that information into consideration. Take your current plan design. 
Call up reinsurance markets. There are a lot of them. And market 
it. See who bites, who does not. There will be reinsurance carriers 
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that say no, this is not a risk area based on the industry or the 
size that we want to take a look at. There are others that are will- 
ing to take a harder look. So we get that information back, look at 
the contract basis, the time period meaning are there claims in- 
curred within 12 months but then paid out in 12 months, 15 
months, 18 months. Take a look at the administrators that you 
have available. Not every third-party administrator will pair with 
a reinsurance carrier, for example, so you have to make sure that 
they match. Then who is the pharmacy benefit manager that I 
want in there? What is the PPO network that I can rent? A lot of 
times with third-party administrators, they can bring those pieces 
to the table for you, but certainly, in a self-funded arena you have 
the option to put together those pieces and parts that work best for 
you. 

On the other side, with market innovation, instead of going 
straight over to the self-funded side, maybe we look at a hybrid. 
Look at something that looks and smells and is self-funding but 
still appears or still can function as fully-insured from a premium 
payment perspective. For example, there are a couple of national 
carriers out now that have come out with something that is like a 
level funding plan. So it is self-funded. There is ASO administra- 
tive services in there. There is reinsurance. All the pieces and 
parts, but they set a fixed dollar amount every month as far as pre- 
mium payment versus that little volatility you will get in a claims 
payment from a truly self-funded plan. It is a fixed dollar amount. 
So at the end of the contract period, take a look and see, okay, if 
I paid less in premium than was paid out in claims, then I have 
the opportunity to receive a portion of that back. I keep it. It is 
mine. In a fully-insured market, I am sure you all are aware that 
if I pay less in premium that the carrier paid out in claims, they 
keep the money. It is their win. In truly self-funded, that is all my 
money back. 

So this hybrid gives the opportunity for them to get a percentage 
of it back, so a split, for example, with the insurance carrier. Now, 
on those times when the employer pays more or more claims are 
paid out than premium is received, obviously there will be adjust- 
ment for the next time period to account for claims and expected 
risk going forward. So it makes a little bit of an easier transition, 
so it is more stable month-to-month versus the volatility of this 
month I have 25,000 in claims, next month I might only have 7 and 
the next month there is 17. It gives some more stability to that em- 
ployer of that 7,500, 150 space. 

Chairman COLLINS. All right. So now how long does this take? 
I call you today. When can you come back at me? Does this take 
a week, a month, two months? What would you say? 

Ms. FRICK. I would like to do it in two weeks or less. 

Chairman COLLINS. Okay. 

Ms. FRICK. My methodology has always been to have a 60-day 
lockout period and an agreement with a reinsurer. Meaning 60 
days before the effective date the plan is going to be set up, locked 
in, and if we are going to have a January 1, then we are going to 
make sure that by October 1st or November 1st at the very latest, 
we know what we are doing, who we are playing ball with, where 
the claims are going, who is the pharmacy benefit manager. 
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You pointed out a good illustration about everyone is used to 
their Blue Cross card or United Healthcare card and it has got that 
logo on it. Well, the cards that come out still have the logo on it. 
It still has a network attached to it. Now, maybe it says ABC ad- 
ministrator where the claims go, but the logo for the network is 
still there, the pharmacy benefit manager, such as an Express 
Scripts, Caremark is still on there. So it is still identified by the 
employee as theirs. The pluses in self-funding the employer also 
throws their log on there a lot of times because they are the ones 
that are responsible for the plan. 

Chairman COLLINS. Good. That is I think helpful as, you know, 
again, people are facing this. Right now, Mr. Faria — by the way, I 
am a fellow YPOer. I have been in a little bit longer than you. I 
graduated into once you are 49 years old you become a W, world 
president organization. So I am officially a WPOer but long-time 
YPOer. 

So you are, I am assuming, in a forum group? 

Mr. FARIA. I am. 

Chairman COLLINS. So just out of curiosity, eight or 10 guys, 
you all share your information monthly in confidence, but without 
breaking a confidence, I am just curious. How many of your fellow 
eight or 10 forum members are self-insured like you are? 

Mr. FARIA. That is forum confidential. Just kidding. 

No, I think there is about two of us out of the eight. 

Chairman COLLINS. Is it a discussion point that is pretty active 
right now? 

Mr. FARIA. A lot of the time. I think, again, as I had mentioned, 
YPO has done more call-out sessions for our entire chapter to dis- 
cuss this point, but definitely — and we also have an individual who 
is affected by the medical device tax and he certainly has had some 
issues with that, of course. So from time to time it is a discussion. 
It is not immediately. I think right now everybody has already 
made their decisions on what they are going to be doing. We kind 
of planned ahead. 

Chairman COLLINS. So now yesterday I did meet with Mr. Fer- 
guson ahead of time. He came in a little bit early. We were talking 
about the fact that you, as the self-insured now get some inter- 
esting information monthly or quarterly. You do not know which 
employee may have gone to the emergency room or which employee 
is on what particular prescription drug but you get active informa- 
tion, what your cost drivers are, in some kind of aggregated fash- 
ion. And as Mr. Ferguson was sharing, sometimes, because now 
you are bearing the cost, you could make changes in some way or 
another that would address to maybe incentivize healthier behav- 
ior. He gave me the example of maybe lowering a deductible to go 
to Urgent Care, raising a deductible to go to the emergency room, 
because you see, oh, my God, I have three employees that just went 
to the emergency room. They should have gone to an Urgent Care. 
Share with me as someone four years experienced into self-insur- 
ance how you have used that data to either have a healthier work- 
force or incentivize what we would call cost-effective user-driven 
behavior. 

Mr. FERGUSON. Certainly. You gave an example that was one 
of our true success stories. When we gained access to our data, we 
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do not usually look at it on a monthly basis and we are not react- 
ing like that, but typically, we will evaluate it on a half-year basis 
or so. But when we first got our data and we compared the na- 
tional norms, we realized that our employees were using the ER at 
a higher than national rate. We also were given information to re- 
alize that it was not actually emergency care that they were get- 
ting. So that these employees were really going to the emergency 
room for issues that really should have been handled by a physi- 
cian. So we were able to structure our plan in a way to incentivize 
people to go to and get a physician. And the benefit of that is obvi- 
ously I kind of look at it as a win-win-win. The overall plan wins 
because we are not spending — typically one ER visit for a common 
visit we are being charged $1,000. The business wins out because 
we are able to reduce that cost. I look at the employee now wins 
because they also have a lower cost but now they are developing 
a relationship with a physician. They are developing a history with 
that physician so that the next time that they come in it is not that 
they are just going up to some stranger in the ER. And so this 
starts to help promote healthy values. And then the other win of 
this is that the overall health system is now being used more effi- 
ciently. The ER is not being used to cure the common cold. A physi- 
cian is treating that. And so the ER can be focused on more perti- 
nent matters. 

Chairman COLLINS. So now, Ms. Erick, if you have a pharmacy 
benefits manager, a formulary, if you will, for your prescription 
drugs, a company could decide I really want — and really encourage 
generic drugs — so I am going to have a plan that has got a $5 co- 
pay for generics but if somebody wants to opt into the name brand, 
have a significantly higher, again letting the user make that deter- 
mination, is that something that you could tailor into a self-insured 
plan? 

Ms. ERICK. Yes, absolutely. And then I would encourage on top 
of that to have lesser language so that you are paying the lesser 
of the co-pay or the retail price of the drug. So you are still encour- 
aging people who need their prescriptions to fill their prescriptions. 
Still go get your $4 generics if you want to from the Wal-Marts, 
the Targets, but know that you are not going to pay any more than 
say if our plan has a $10 co-pay for generics, that is where your 
cap is. So it is still encouraging the healthy behavior. 

And I will say to a point on employees, when the employer is en- 
gaged in the plan and they take an active look at where there is 
spend, employees value the plan more. It does not matter if now 
I have to pay $100 to see the doctor whereas I paid $50 before, if 
they can see in other areas where the employer is really engaged 
and understands what is important to his employee population, 
then they are more likely to tailor their plan better and you will 
have the more effective measure and usage from the employees. 
They will stay out of the ER and go to Urgent Care or an after- 
hours clinic more than they were before. 

Chairman COLLINS. One last question. If I sign up and I go 
self-insured and a year in I got, you know what, I did not quite 
know what I am getting into, is it very easy or just automatic that 
you could drop that plan at that point and move back into a com- 
munity-rated plan? 
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Ms. FRICK. You can. However, you need to make sure that you 
have a run out provision for the claims that were incurred before. 
So you are either electing the terminal liahility and the run out up- 
front or you are reserving the option to execute it upon the policy 
termination. You never want to jump in and out of self-funding and 
fully-insured, hack and forth. From an employee perspective, they 
do not know how it is, as we said before, how the plan is funded, 
but from an employer and an administrative, that would be a 
nightmare. 

Chairman COLLINS. Okay. Before I go to Ms. Hahn to close, I 
notice that our Congressman from South Carolina has arrived. 

Mr. RICE. I yield my time. 

Chairman COLLINS. All right. I guess 

Mr. RICE. I yield. 

Chairman COLLINS. Oh, okay. He came to listen. Thank you. 
Mr. Rice, I appreciate you being here. 

Ms. Hahn. 

Ms. HAHN. Thank you. I have certainly found this a very inter- 
esting hearing. I have certainly learned a lot. 

Mr. Earia — is it Earia? Earia. You all have said it differently. 

Mr. EARIA. Earia. Yes. 

Ms. HAHN. So I am just curious about a couple things. Now, you 
talk about having a gold plan, which sounds admirable. How does 
that compare to what the Affordable Care Act is qualifying as a 
gold plan and the benefits that have to be offered? 

Mr. EARIA. To the best of my understanding, that is why I am 
saying gold. I am comparing it to an Obamacare gold plan. 

Ms. HAHN. Okay. So you, even though some of these consumer 
protections under the ACA do not apply to self-funded groups, you 
have decided to cover those? 

Mr. EARIA. Yes. 

Ms. HAHN. So you do not discriminate against someone who has 
a preexisting condition or being a woman. 

Mr. EARIA. Not at all. 

Ms. HAHN. Not at all. So that is admirable. 

One of the things I am interested in, and I do not know if Ms. 
Erick or Mr. Earia could speak to that, so when the reinsurance 
company is analyzing your company and determining what they 
would charge you, what are they looking at and what are they 
charging more for? 

Ms. ERICK. They look at the current plan design or the plan de- 
sign that you have created. And every piece in part to that plan 
has an actuarial value. So there is a value to the plan itself, just 
as we know we have the minimum value at the 60 percent, so we 
all understand how that works. But then when they look at the po- 
tential risk or the health conditions — let us say it is a known fac- 
tor, that we know what some health conditions are, there is a dol- 
lar amount that is associated with the cost of the care of those par- 
ticular measures. And then further, has the employer or its admin- 
istrator or a disease management company helped to take steps to 
mitigate some of those claims? Eor example, for diabetes manage- 
ment, I have put in a plan before where it was not opt in or out. 
First fill of a diabetic drug the patient was put into the plan. They 
were now followed by the nurse. I would rather pay more in phar- 
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macy costs as an employer than more costs for the medical part be- 
cause you are going to pay — that person will have more medical 
problems over time if they do not control their disease and have 
disease management with healthier living, taking the required 
medications, have their timely A1 season, something of that na- 
ture. 

So the reinsurance carrier takes a look at everything so they 
have an understanding of okay, that employer has now decided 
that they are going to have a $50,000 specific deductible for each 
person on the plan. So where does that put me after the 50 for this 
employer, for the diseases or health conditions that are contained 
therein. Where does that place me? If I see that the employer is 
assuming more of the risk upfront on the first dollar, then that is 
better for me. I will reduce it a little bit. If I see that I will poten- 
tially take more on the backend from a reimbursement perspective 
and now I am funding that, then I am going to have to put some 
more into my rates. 

On the flipside, they can also laser, but a laser is just putting 
either a different contract on an individual or a higher specific de- 
ductible on that individual. They are not excluding them from hav- 
ing reimbursable claims. They are saying if my specific is at 50 but 
because Susie-Q’s specific — because of her conditions is now at 
100,000, then the reinsurer will start reimbursing after her 
100,000 claims and the employer has taken the first 100. They are 
not excluding her from coverage. They are not excluding her from 
reimbursable claims. They are just putting 

Ms. HAHN. What would be some examples of some laser con- 
tracts? 

Ms. FRICK. Kidney disease. End-stage renal failure. High dollar 
premature babies that have been born that it is obvious that they 
will have longer time for recovery, they will have multiple sur- 
geries going forward. Those are typically the two highest cost driv- 
ers. 

Ms. HAHN. And do you have any laser contracts, Mr. Faria? 

Mr. FARIA. Yes, we do, actually. We had a situation where an 
individual has some cancer and they were lasered. I will say that 
the laser does add some risk to the self-insurance plan. You can 
have a situation where a person gets cancer and then the reinsurer 
comes in and says we are going to laser, meaning that their de- 
ductible now is let us say 300,000. I will say, however, that there 
are plans out there, and we have actually signed one now, that you 
can have a no laser contract so for an additional amount of money 
you can actually put forth and say that next year when we reapply, 
there will not be any lasers. 

Ms. HAHN. And does your employee who has been lasered, do 
you charge them more? 

Mr. FARIA. No. 

Ms. HAHN. No? 

Mr. FARIA. No, we do not do that. 

Ms. HAHN. So everybody pays the same? 

Mr. FARIA. Right. I mean, we have a tier based off of whether 
you are single or have a family. We also have a tier based off of 
how the person scores on the physical, their biometrics, how they 
are doing in improving healthy living. 



26 


Ms. FRICK. I am sorry to interrupt. May I make a comment to 
your question about lasers and what employees pay? 

Ms HAHN. Right. 

Ms. FRICK. The employee typically has no idea what their laser 
is. They see their plan benefit design. They see I have $1,000 de- 
ductible and a $20 office visit co-pay. The stop-loss deductibles and 
the lasering is on the financial funding side of the plan. So his em- 
ployee that might have that $300,000 does not know that he is re- 
sponsible for $300,000 of her first dollar claims versus 50 for mine. 

Ms. HAHN. Got it. 

So the other thing that was interesting was you having access to 
the data. Now, you do not have access to the individual employee 
and whether or not they went to the emergency room, or you just 
have a cumulative 

Mr. FARIA. Right. It ends up being cumulative. 

Ms. HAHN. But do you know who the employees are? 

Mr. FARIA. I would say that you do not have direct names. 

Ms. HAHN. You can figure it out? 

Mr. FARIA. Unfortunately, in a small business environment, you 
do know that a certain employee might have been out and to the 
hospital for a period of time and you will get claim data that said 
this particular surgery happened at that point in time. 

Ms. HAHN. Yeah, you know, I have been having an open mind 
about this but that part of it really would bother me as an em- 
ployee. That is a real loss of privacy with your employer. It is one 
thing for your insurance company to have that information. It is 
another thing for your boss to know what is going on in your per- 
sonal life and why or why not you have chosen to seek medical 
care. So that part bothers me. What do they feel about it? 

Mr. FARIA. Well, I think in a lot of cases, in fact, most of the 
cases, just the environment that we have created, kind of a family 
culture, in most of the cases 

Ms. HAHN. I would not want my own family to know when I go 
to the emergency room. 

Mr. FARIA. Yeah. I mean, we are hearing that information actu- 
ally from the employee themselves so that it is not really a situa- 
tion where we are finding out that through nefarious means. But 
I will have to say that is an issue. And just like everything, the 
wrong person with that information can make some bad decisions. 
But now we are talking almost like fraud or a HIPAA violation. 
Somebody has to really kind of break the law to really start uti- 
lizing that information. 

Ms. HAHN. Right. Except you are not a doctor so you have not 
really taken a Hippocratic oath. 

Dr. Blumberg, so in your report. Small Firm Self-insurance 
under the Affordable Care Act, you present a situation in which a 
stop-loss insurance plan would pay for all medical costs. The em- 
ployers would bear no risk and the stop-loss insurance would es- 
sentially act as a traditional health insurance without several ACA 
regulations. Would you elaborate a little bit on that because I am 
getting sort of mixed messages here about what these stop-loss or 
these reinsurance companies actually are. Are they just reimburse- 
ment financial vehicles or are they, in fact, acting like health insur- 
ance? 
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Ms. BLUMBERG. Sure. And I think the lines begin to blur a bit. 
And some of it is the increased incentives for these small firms to 
self-insure under the ACA without other action being taken. And 
the reason is that most states today do not regulate the definition 
of stop-loss insurance, and neither does the Federal government. So 
as a consequence, we are seeing more and more “attachment point” 
plans being issued. Some regulators in Michigan, for example, in- 
formed us that they are seeing not only more stop-loss policy forms 
being filed with regard to small firm coverage but with much lower 
attachment points, as low as they have seen $5,000. And so what 
that means is if there is no regulation that defines what stop-loss 
means, then you could sell — not that I am saying these folks do, 
but you could — others could sell a stop-loss plan with a zero dollar 
attachment point. And what that would mean is essentially it 
would act as unregulated health insurance. So if the employer that 
was self-insuring, for example, said I am going to have a $1,000 de- 
ductible plan, a zero dollar attachment point on a stop-loss plan 
would mean that the stop-loss plan would start to reimburse after 
the individual hit their $1,000 deductible. So when you do not de- 
fine regulatorily what stop-loss is, then stop-loss can morph into 
whatever you want it to be. 

Ms. HAHN. In terms of what the self-insured employer has — 
what kind of plan they have created? 

Ms. BLUMBERG. Right. So the self-insured employer can decide, 
okay, as I used as an example, I am going to have a $1,000 deduct- 
ible plan for my employees with a 15 percent co-insurance on ex- 
penses over that just to lay something out simply. 

Ms. HAHN. Right. 

Ms. BLUMBERG. And then they can go and buy a stop-loss pol- 
icy that is going to internalize all of the claims that would come 
into the firm beyond what the individual is required to pay. But 
because it is referred to as stop-loss and it is sold by a reinsurer, 
then that means that the individual — the individual firm that is 
providing a self-insured plan to its workers, is not subject to the 
regulations, the premium rate regulations, the essential health 
benefit regulations, the actuarial value rules within the Affordable 
Care Act for other small fully-insured firms. 

Ms. HAHN. So if this — and I know in California, we have actu- 
ally passed legislation that would prohibit stop-loss insurance from 
issuing plans with specific deductibles under $35,000 to small busi- 
nesses with less than 100 employees. So do you think that kind of 
regulation is helpful? 

Ms. BLUMBERG. It is helpful. According to the actuaries at the 
National Association of Insurance Commissioners who have re- 
evaluated the situation very recently, that $35,000, which is help- 
ful, is still too low in terms of the level at which we want to dis- 
suade more vulnerable small businesses from taking the self-insur- 
ance option. And while there are a number of regulations under 
ERISA to which these small self-insuring firms are subject, as was 
mentioned earlier, the issue is really that the specific regulations 
to which they are exempted from are precisely the ones that are 
changing the way that small group insurance is priced under the 
Affordable Care Act. So it is not so much the number of them as 
which ones we are actually talking about. And so that is important 
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to keep in mind is that once you give people an out to the very 
rules that determine how risk is shared in a small group market, 
you can have a very significant effect. 

Ms. HAHN. And maybe for the whole panel, how do we strike 
a balance between the need to protect firms against unexpected 
costs and the need for an affordable method of insurance for small 
businesses, including small businesses that choose to go to the ex- 
changes, and how do more self-funded and reinsurance combined, 
how is that going to affect small businesses going onto the small 
business exchange? 

Does anybody have 

Ms. BLUMBERG. Well, I can comment. There are very direct im- 
plications as our analysis showed for those small firms that want 
to buy fully-insured products. Once you have basically an outlet 
from the sharing of risk for potentially the healthiest and most fi- 
nancially valued firms. So if you have self-insurance and it is easy 
to go back and forth, even with some financial risk for the healthy 
small employers, the implications are that the average risk in the 
fully-insured market, which is both the exchange and outside of the 
exchange, the way that a lot of the small employers are buying al- 
ready today, it ends up increasing their risk very substantially. So 
the idea is you can salvage the stability and the security of the 
plans and the average price of the plans that are expected to 
emerge in the new small group fully-insured market by limiting the 
number of small employers who would end up going into self-insur- 
ance either by increasing the attachment point at which they can 
buy stop-loss coverage or by prohibiting its sale for small firms. 

Ms. HAHN. Thank you. Thank you. 

Chairman COLLINS. Well, thank you. Let us see. It is 11:35 and 
the president is going on the air as we speak announcing that he 
is going to allow insurance companies to continue to offer plans 
that have been canceled. We will just see where that ends up, but 
I guess that is happening even as we speak. 

I want to thank all the members for speaking today. This testi- 
mony is very timely, and the issues are real. Certainly, Dr. 
Blumberg does point out that as small employers look to control 
their own costs, to control their own profits and their future, in 
doing so there could be a negative impact on the community-rated 
pools. But I would point out that happens today because the large 
employers are all self-insured. So when you really look at what is 
happening today, that segmentation of risk has happened in a huge 
way because any and all employers with over 500 employees are 
all self-insured. And so it is just a true statement as people peel 
out and they manage their own risk as Mr. Faria is managing his 
and understanding how to incentivize good behavior, going to Ur- 
gent Care instead of emergency rooms. As that happens, the pool 
of folks left in the community-rated pools may get more and more 
toxic from a standpoint of risk and hence, cost. But there is nothing 
perfect in life and I think small business exists to produce a prod- 
uct, to make money, to grow their business, create jobs, and any- 
thing we can do to help small business create jobs by controlling 
their costs is, in fact, the biggest benefit that we have and the big- 
gest problem we have in this country today is a lack of jobs. So for 
that reason I know I am going to and the Committee will certainly 
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be suggesting to someone — and I will pick the number, over 25 em- 
ployees — to go out and take a look at self-insurance. It is not going 
to be perfect for everyone. Buyer beware as was also pointed out. 
Make sure you have got a good TPA. Make sure that TPA has got 
a good pharmacy benefit manager. Make sure that you understand 
your risk on the stop-loss piece, both individually and in the aggre- 
gate. And it is going to take time but I certainly, as it is mid-No- 
vember, would encourage any and all companies. And as I under- 
stand it, many could do so and decide to kick it off on April 1st. 
When they sign up for community plan, generally they are not 
locked in. So again, I want to thank you all for coming. I think this 
was very timely and I, to the best of my knowledge, pretty much 
covered, crossed most of the Ts and dotted the Is. 

I will ask unanimous consent that members have five legislative 
days to submit statements and supporting materials for the record. 
Seeing no objection, so ordered. 

The hearing is now adjourned. Thank you again. 

[Whereupon, at 11:18 a.m., the Subcommittee was adjourned.] 
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INTRODUCTION AND EXECUTIVE SUMMARY 

Good morning Chairman Collins, Ranking Member Hahn and 
members of committee. My name is Mike Ferguson and I serve as 
President and CEO of the Self-Insurance Insurance Institute of 
America, Inc. (SIIA). I am pleased to join you here this morning for 
such an important and timely hearing. 

SIIA is a national trade association that represents companies 
involved in the self-insurance marketplace, including self-insured 
organizations and their business partners, mostly in the small and 
midsized market segments and represent both private employers 
and union-sponsored Taft-Hartley plans. 

My testimony this morning will address six general areas that 
should be of interest to the committee. 

• What is Self-Insurance and How Does it Differ from Tradi- 
tional Health Insurance 

• Who Self-Insures 

• The ACA and Self-Insurance Trends 

• The Advantages and Disadvantages of Self-Insurance 

• Federal Regulation of Self-Insured Group Health Plans 

• Stop-Loss Insurance Overview and Marketplace Demo- 
graphic 

WHAT IS SELF-INSURANCE AND HOW DOES IT DIFFER 
FROM TRADITIONAL HEALTH INSURANCE? 

Should an organization wish to sponsor a group health plan for 
its employees or members it has two basic options. The first option 
is to purchase a traditional group health insurance policy from a 
licensed health insurance carrier. Under this arrangement, the or- 
ganization pays the insurance carrier a fixed premium and the car- 
rier provides health care coverage to the group in accordance with 
specified policy terms. By choosing the traditional insurance option, 
the organization transfers the health care-related financial and 
legal risk to the carrier. 

The other option is to retain the financial and legal risk through 
the use of a self-insured group health plan. This is also known as 
self-funding. Under this arrangement the organization pays eligible 
health care claims as they are incurred, either directly like other 
business expenses or through a separate trust. Self-insured em- 
ployers typically outsource claims administration functions and re- 
tain stop-loss insurance as a financial backstop for catastrophic 
claims. 

WHO SELF-INSURES? 

According to the 2013 Employer Health Benefits Survey, 61% of 
covered workers in private employer plans receive coverage 
through self-insured arrangements. Of more particular interest to 
this committee is that 16% of small employers with 3-199 workers 
are self-insured. This is up slightly from 15% in 2012. 
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But self-funding is not limited to the private employer market- 
place. It is estimated that there are about 1200 union-sponsored 
Taft-Hartley health plans serving a variety of industries and that 
more than half are self-insured. And again, of particular interest 
to this committee, many of these self-insured Taft-Hartley plans 
are small, with as few as 50 to 100 members. 

Given these statistics, it’s clear the topic of self-insurance is im- 
portant to both the business and labor communities. And it’s also 
clear is that self-insurance is not simply a privilege for the very 
largest organizations. 

THE ACA AND SELF-INSURANCE TRENDS 

Now that I have provided this general background information, 
let me address a recurring question of what effect has the Afford- 
able Care Act had on the decision process of smaller employers who 
may be considering self-insurance? 

Recent pronouncements by many policy-makers and pundits that 
by self-insuring organizations are able to bypass ACA regulatory 
requirements and operate health plans with little or no consumer 
protections are misleading. As my testimony will demonstrate, 
smaller organizations that choose to self-insure actually subject 
themselves to more regulation, not less. In this regard, we respect- 
fully dismiss the conclusion by some that the decision to self-insure 
is influenced by the objective to “get out of Obamacare.” 

Rather, it is our view that the ACA is more of an indirect factor 
in the decision to self-insure for smaller organizations. This more 
nuanced conclusion is based on the belief that the primary moti- 
vating factor of most organizations that have or are considering the 
self-insurance option is that they want to take more control over 
the cost and quality of the health benefits they are providing to 
their plan participants over the longer term. 

While we will leave to other stakeholder groups to make broader 
statements about the merits of the ACA, we believe it is fair to say 
that the law has created added uncertainty in the health care mar- 
ketplace and contributes to more acute cost fluctuations, at least in 
the short run. So in this current post-ACA environment, self-insur- 
ance does provide smaller organizations more certainty in their 
ability to be able to continue to provide quality health benefits 
along with will providing them better costs containment capabili- 
ties. 

Now that we have established the size and diversity of the self- 
insurance marketplace and provided some general commentary on 
how the ACA has influenced this marketplace, let’s talk about the 
advantages and disadvantages of self-insurance in order to better 
understand how organizations must consider this plan funding de- 
cision. 

DISADVANTAGES OF SELF-INSURANCE 

It’s important to state right up front that self-insurance is not 
the right option for all organizations. Smaller organizations, in par- 
ticular, should carefully consider what it means to be self-insured. 
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Financial Liability 

The primary consideration is that as a self-insured organization, 
you are responsible for paying all eligible health care claims in- 
curred by plan participants. While stop-loss insurance provides for 
a limited reimbursement mechanism for higher cost claimants, the 
self-insured organization accepts all financial liability for the group 
health plans. Simply stated, if you are not prepared to cut checks 
to pay providers, you should not be self-insured. 

Legal Liability 

In addition to accepting financial liability, self-insured plan spon- 
sors also subject themselves to significant legal liability. Plan fidu- 
ciaries (normally organization executives) are subject to civil and 
criminal penalties under the Employee Retirement Income Security 
Act (ERISA) to the extent that plans are not administered in the 
best interests of the participants. Simply stated again, if you are 
not prepared to understand and ensure compliance with applicable 
federal law, you should not be self-insured. 

Time and Focus Commitment 

While self-insurance allows plan sponsors more flexibility to de- 
liver quality health benefits in a more cost effective way, sponsors 
commit the necessary time and focus to design and manage their 
plans in order to achieve the desired results. So the final simple 
statement is that if you are not willing to make this commitment, 
you will likely be better off in a traditional, fully-insured arrange- 
ment. 

ADVANTAGES OF SELF-INSURANCE 

There are many reasons why organizations conclude that self-in- 
surance is the best health plan funding option, despite the consid- 
erations noted above. 

More Cost Effective Than Fully-Insured Plans 

A well run self-insured health plan is generally less expensive 
over time compared with the traditional insurance options. The 
“over time” caveat is important because claims experience often 
varies from year-to-year. Traditional insurance premiums must ac- 
count for the carrier’s marketing cost and profit margin, among 
other cost escalators that are not applicable to self-insured plans, 
as they are essentially not-for-profit health plans. 

Plan Design Flexibility 

Federal law provides self-insured plans greater flexibility in de- 
signing benefit packages that better meet the specific needs of their 
plan participants. For example, organizations with a predominately 
female workforce can structure their plans to incorporate more ro- 
bust health benefits that would be utilized by female plan partici- 
pants. Self-insurance plans can also structure more innovative re- 
imbursement arrangements with health care providers. 

Improved Cash Flow 

Self-insuring allows claims to be funded as they are paid. Fully 
insured premiums constitute a form of pre-payment. With self-in- 
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suring, a plan pays health plan costs only after the services have 
heen rendered. Insurers set health insurance premiums at levels 
that anticipate projected increases in healthcare costs — usually 
well in excess of the actual rise in costs. 

Ownership of Health Claims Data 

Health claims data is extremely valuable for plan design pur- 
poses. But under traditional insurance arrangements, carriers 
maintain that they own this data and employers cannot get access 
to it. By contrast, self-insured organizations have control over this 
data and can use it to help deliver benefits more efficiently and 
control costs. 

ERISA Preemption of State Regulation 

ERISA provides uniform regulatory stability to employers that 
operate in several states, so those companies do not have to adopt 
a patchwork of design variations to comply with various states’ re- 
quirements. This is particularly important for multi-state organiza- 
tions. 

Incorporation of Value-Based Benefits and Wellness Programs 

As medical costs have skyrocketed, self-insured plan sponsors 
have been taking steps to reduce medical costs by emphasizing pre- 
vention and maintenance care for chronic diagnoses. Employees 
have the flexibility to design and integrate into overall strategies, 
health risk assessments, prevention and wellness programs tai- 
lored to the employer’s specific employee demographics and needs. 

FEDERAL REGULATION OF SELF-INSURED PLANS 

Some health care market observers contend that policy-makers 
should be concerned about employers switching to self-insured 
health plans and purchasing medical stop-loss insurance in order 
to “dodge” requirements and fees applicable to fully-insured health 
plans as provided for by the ACA. They further argue that such a 
trend will contribute to adverse selection and therefore compromise 
the viability of the health insurance exchange. 

SIIA believes this analysis is inaccurate based on a review of 
how self-insured plans are actually regulated and the recent find- 
ings of the RAND Corporation on this subject. 

For purposes of our discussion, we will focus on non-grand- 
fathered self-insured plans, which by definition include organiza- 
tions who have switched to self-insurance since the passage of the 
ACA. Non-grandfathered self-insured group health care plans, re- 
gardless of stop-loss insurance arrangements, are subject to almost 
all ACA health care market reforms, including: 

• Prohibition on annual & lifetime limits 

• Coverage of dependents up to age 26 

• Prohibition on discrimination based on preexisting conditions 

• Coverage of preventative services 

• Summary of benefits and coverage 

• Disclosure of plan transparency 
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• Right to external claims denial reviews 

• Limitations on waiting periods 

• Right to provider designations 

• Mandated coverage of emergency services 

Of the few ACA health care market reforms that do no not apply 
to non-grandfathered self-insured health plans, there are specific 
reasons why as follows: 

Medical Loss Ratio - As self-insured plans are essentially non- 
profit entities with the fiduciary requirement to use plan assets for 
the exclusive benefit of the plan participants, there is no “profit 
margin” to regulate. 

Review of Rate Increases - Again, as self-insured plans are non- 
profit entities and prohibited from using plan funds for any other 
purpose, sponsors have no incentive to increase rates any more 
than the rate of increase of medical claims and expenses. 

Essential Health Benefits - Existing federal law (ERISA) explic- 
itly declares that self-insured group health plans should not be 
subject to state law. The ACA delegates the establishment of EHB 
standards to the states. Self-insured plans are subject to other fed- 
eral mandates, so if Congress intended these plans to subject to 
EHB requirement the law would have been drafted accordingly. 
That said, self-insured groups health plans are subject by the 
ACA’s minimum plan value rules and cannot establish coverage 
dollar limits on benefits that are deemed to be EHBs. Finally, self- 
insured employers have a significant human resource incentive to 
offer quality health benefits. 

Self-insured group health plans (grandfathered and non-grand- 
fathered) are highly regulated by other federal laws such as 
ERISA, HIPAA and COBRA that existed prior to the ACA. Con- 
sumer protection requirements/mandates under these laws include: 

• Prohibited from denying coverage based on preexisting condi- 
tions 

• Prohibited from discriminating on cover based on health status 

• Mandated internal review procedures 

• Privacy protections 

• Plan fiduciary standards 

• Prohibited from rescinding coverage for non-fraudulent pur- 
poses 

• Continued access to coverage post job termination 

Will Self-Insured Health Plans Contribute to Adverse Selection 
With Health Insurance Exchanges? 

It is SIIA’s view that there may be many factors which could con- 
tribute to adverse selection among the federal state health care ex- 
changes but the growth in the self-insurance marketplace is not 
one of those factors. 

In support of this view, RAND Corporation concluded in a 2012 
report that if small groups have the option to leave the insurance 
exchanges to self-insure, there would be no negative effects in 
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terms of pricing for the remaining groups — no adverse selection 
would result. A key excerpt of the report follows: 

“However, eliminating the option to self-insure does not sub- 
stantially reduce premiums on the SHOP exchanges. This is be- 
cause when self-insurance is not an option, most firms that 
would otherwise have self-insured decline to offer coverage rath- 
er than moving to the exchanges. This result is driven by the 
assumption that self-insured workers have low health insurance 
costs relative to wages. Although the majority of people who 
would otherwise have enrolled in their employers’ self-insured 
plans find coverage elsewhere, these enrollees are spread out 
across other employer policies, individual exchanges, SHOP ex- 
changes, and Medicaid. As a result, they have little effect on the 
cost of premiums.” 

STOP-LOSS INSURANCE OVERVIEW AND MARKET- 
PLACE DEMOGRAPHICS 

Stop-Loss Insurance Overview 

As referenced earlier in this testimony, virtually all smaller and 
mid-sized self-insured organizations retain stop-loss insurance to 
provide a financial backstop to guard against catastrophic claims. 
In this regard, I believe it would be useful to clearly explain what 
stop-loss insurance is and how it differs from traditional health in- 
surance as it is more closely related to liability insurance products 
than health insurance products. 

Quite simply, stop-loss insurance provides financial reimburse- 
ments to self-insured organizations for health care payments that 
exceed pre-determined levels, known in the industry as “attach- 
ment points.” Stop-loss policy attachment points can either be for 
specific plan participants and/or for total claims incurred by the 
plan, known as “aggregate.” 

Unlike health insurance, stop-loss insurance does not cover indi- 
viduals nor pay health care providers regardless of attachment 
point levels. It can only reimburse the sponsor or the plan for 
health payments in excess of the attachment point. 

Stop-Loss Insurance Marketplace Demographics 

Milliman released a report earlier this year commissioned by the 
Self-Insurance Educational Foundation (SIEF) highlighting key 
policy characteristics found in the U.S. employer medical stop-loss 
(ESL) market. The underlying policy data was provided by eight of 
the largest stop-loss carriers which collectively represent approxi- 
mately 50% of the market. Milliman therefore assumed that the 
data is a reasonable approximation of the entire ESL market. A 
summarization of this data revealed the following: 

• Employers with 100 or fewer covered employees represent 
approximately one-quarter of the ESL market if the market is 
measured by count of employers. If measured by covered em- 
ployees, however, that same segment represents only 2% of the 
ESL market. 
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• Most ESL purchasers obtain both specific and aggregate 
stop-loss. However, employers with over 1,000 employees are 
more likely to purchase specific stop-loss without aggregate. 
Very few employers found in the underlying data purchased 
aggregate coverage without specific stop-loss. 

• The data included employers that purchased specific 
deductibles ranging from $5,000 to $2,000,000. However, 81% 
of employers purchased deductibles of $50,000 or greater. 

• The median specific deductible found in the calendar year 
(CY) 2012 data across all plans was $80,000. For groups with 
50 or fewer covered employees, the median deductible was 
$35,000. For groups of 51-100 employees, the median was 
$45,000. 

• Less than 0.2% of specific stop-loss policies had specific 
deductibles of $10,000 or less. About 0.3% of specific stop-loss 
policies were written with specific deductibles of less than 
$ 20 , 000 . 

• The data included employers that purchased aggregate 
corridors ranging from 110% to 200% of expected claims. By 
far, the most common corridor (found on 90% of policies with 
aggregate coverage) was 125% of expected claims. 

CONCLUSION 

In conclusion, I would like to thank the committee again for this 
opportunity to provide input on the increasingly important topic of 
self-insurance and I look forward to addressing any questions you 
may have. Additional Information about self-insurance can be 
accessed on-line at www.siia.org . 
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Good Morning. My name is Robin Frick and I am a licensed professional health insurance agent from Slide!!, Louisiana, i 
serve the health coverage needs of my clients helpii^them purchase, administer, service. and utilize health insurance 
poiicies and other related benefits, i have spent my entire career helping businesses design and impiement self-funded 
benefit plans for their employees. Many of the clients 1 have -worked with are very large employers, but many are also 
employers that would fall under the jurisdiction of both this ajfnmittee and the United States Small Business 
Administration. 

I would like to thank the House Small Business Committee and, In particular. Chairman Graves, Ranking Member 
Velazquez. Subcommittee Chairman Collins and Rarsking Member Hahn for inviting me here today and for electing to 
hold this public hearing. As a result of not only the passage ofthe Patient Protection and Affordable Care Act |PPACA}, 
but also the ever-increasing cost of medical care and the econpmv m general, our private health insurance market 
options are changing. Employers of all sizes are responding to these changes, so I appreciate your committee's 
recognition of the issue and bipartisan willingness to bring it to the public' s attention. 

! am hereon behalf of my professional association, the National Association of Health Underwriters (NAHU)j Which 
represents approximatelv 100, (X)0 health insurance agents, brokers, general agents, consultants and other Employee 
benefit speciatirts from all over the Unites States. I have been involved with NAHU and its Louisiana affiliate since I 
began my career In the insurance industry in 1999. I am a past president of the loufsiaria Assodatibn of Hearth 
Underwriters and am honored to currently serve as a member of NAHU's legislative Couhcii Ail of the rhernbers of 
NAHU work On a daily basis to help millions of individuals and employers with their health insurance coverage needs, A 
significant portion of our membership Is like me and helps employers develop and administer selffurtded he^ 
for their erhployees. As such, t am happy to share our experiences with you with regard to this market 

I would like to state up front that the appropriateness of a self-funding arrangement is not determined by the particular 
sizeof any business, While group size is one factor that an employer and their licensed employes benefit advisor 
considers as part the self-funding determination process, it is only one of many. 

NAHU recognizes and appreciates that this hearing may stem from the desire to protect small employers from 
inappropriate financial exposure. As licensed benefit professionals, NAHU members share your concern and extend it to 
our employer clients of all sizes. Our membere have a legal obligation to explain all possible benefit plan options tO their 
clients and educate them about the risks and advantages of each type of plan design. State-licensed agents and brokers 
must protect their clients and develop benefit plans that best meet their clients' financial and coverage heeds, or face 
both civil and criminal penalties. As an association, we have significantly increased our professional-development 
offerings regarding self-funding and stop-loss coverage options in recent years. 

NAHU has always stood for choice in private health insurance coverage markets. We believe the public is best served 
when there are many difference kinds of private health insurance market options available to consumers, and that al! 
consumers should have direct access to licensed benefit professionals who can help them determine which coverage 
options best meet their specific needs and budgets. We also feel that the dynamic private market is the best way to 
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offer Innovation in health coverage to all Americans and have always supported the right of employers to offer, or not 
offer, health insurance coverage and other employee benefits. Weencoyr^e the development of policies that will 
continue to allow both employers and individuals to choose the benefit options that are most appropriate for them, and 
seif-fiinded coverage is one of those options. 


Choosing to self-fund a health benefit plan is veiy different than purchasing traditional, fully insured health insurance 
coverage, in an entirely self-funded arrangement, the employer assumes the financial risk for providmg medicai benefits 
to its employees rather than paying a monthiy set premsym to an Insurer that bears the risk. The employer generallv 
utilizes the a-sslstance of a third-party administrator to handle customer-service Issues, pay and administer claims, 
manage networks and utilization, contract with pharmacy benefit managers, and handle other compliance duties. In 
most cases, including virtually all smaller employers that make the decision to self-fund, complementaiy stop-loss 
insurance coverage is purchased by the employer to mitigate the financial risk. Generally, such stop-lass coverage is 
written to provide employers with protection in two ways. One prefects the employer against a specific high clainv.by.. 
any one individual and is known as the "specific" or individual deductible. The other is to protect the eniployer. against, 
the total amount it could pay in claims for all beneficiaries during the contract period, which is known as the .'^a^fegate'' 
deductible. Occasionally, employers may determine that ortfy specific stop-loss coverage meets their need for. 
protection, but this is fairly rare and almost ai! stop-loss coverage sold includes both individual and aggregate claims 
protection for the employer. 

The decision to self-fund coverage is not one to be taken lightly by an employer of any size and represents a multi-year 
commitment. For administrative reasons alone, an employer would not be able to hop in and out of the seif-fijnded 
market on a year-to-year basis. The choice to self-fend means that the employer has absorbed a big administratjyp 
obligation and has substantially changed its health benefit offerings, It's also not a change an employer can make m 
own. the assistance of a state-licensed professional who is legally obligated to help the employer weigh all possible 
options is required to implement a self-funded benefit plan offering. 

The decision whether or not to offer employee benefits through a self-funded arrangement, as well as the decision of 
whether or not to purchase stop-loss coverage and the type of stop-loss coverage that n^ay be purchased, is also a highly 
variable decision and depends on the unique needs of each employer. While many of our nation's largest busin^^^ 
use self-funded arrangements to provide coverage, not all do. A smaller employer with significant cash resefyes might 
be much more suited to a self-funding arrangement than a company five times its size in a different finandalpositibh. 

An informed decision to setf-fund is not based on the perceived youth or health of the employer group's risk.pool, 
either. While claims experience certainly plays a large part in the costs of and decision making process surrounding Seif- 
funding a health plan, there is no way for an employer to gauge for certain the long-term health of a group of varying 
employees. 


There are many benefits to seif-funding, including the ability to create plans that address the specific need.? of the 
workforce and the ability to incorporate unique and often <tost-saylng features that employees truly appreciate, such as 
worksite clinics, significant wellness initiatives and disease-management programs, among others. However, there are 
risks an employer must absorb too. When making the choice to seff-ftind a health plan and purchase accompanying 
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slop-loss coverage, each employer must weigh its ability to spread risk, the needs of its employees, the company's 
specific financial position, its risk-tolerance, its administrative capabilities and many other factors. 


NAHU members do report an increased interest in the seif-ftinded arena from employers of ail sizes since the passage of 
PPACA. However, we think it is very important to note that increased interest in the marketplace will not necessarily 
translate into a long-term increase In the numter of self-funded groups. 


We also believe it is important to note that increased interest m self-funded arrangements on the part of employers 
both large and small is not a new phenomenon. When Inifivauai states have taken action over the years to significantly 
alter their health insurance marketplaces, employers and the self-hmded insurance marketplace have responded just as 
they are right now, Interest in self-funding is exacerbated when Actors like coverage pricing, plan design and employer 
flexibility appear to be uncertain. At the state level, we have seen this trend occur time and time again, 


PPACA’.s national health reforms are different than state-level maricet reforms in many key ways though, which may 
account for even greater interest. First of all, PPACA Ismueh larger in scope than any state-level market reform ever 
attempted previously, including in Massachusetts, and it imparts every single state in the union, not just one. Further, 
at the state level, insurance reforms were often phased in over multiple years to avoid market instability and aliciw for 
unintended market consequences to be worked out. Howiever, F^ACA calls for an unprecedented number of insurance 
market change.? and employer requirements to take effect all during the coming plan year. 

We believe that the new awareness of the self-funded and stop-loss marketplace stems from anxiety on the part of most 
employers about the changes the new health law may bring to their employee benefit offerings. This same anxiety is 
causing employers to consider dropping their coverage altogether as well as investigate any other new means of 
providing coverage to their employees that the private market may offer, including offering coverage through new 
private exchange options. One reason employers of all sizes are considering self-funding when they havenft in the past 
is the new national health insurance tax, which only applies to fully-insured plans and will increase premiums by an 
average of $500 per family in 2014. Another Is the looming "Cadillac tax," which will place an excise tax on plan 
offerings with higher premiums, While this tax will apply to all types of group plans in 2018 and beyond, employers may 
feel that they have more control over premiums and benefit offering s with self-funded coverage. Finally, changes to 
the way health insurance premiums will rated and structured in the years ahead is having an impact on the interest in 
the self-funded marketplace. Fully insured rates for 2014 have been loaded to accommodate the unknown risk, thereby 
causing employers to review all possible options to gain better control of their costs and the benefit designs they offer. 


However, we feel it is important to note that self-fending a health plan does not allow employers to escape the impact 
of health reform, Most of PPACA's market protections apply to all employer group health plans, regardless of how they 
are financed. Further, some protections, like non-discrimination testing, already apply to all seif-funded plans, and these 
rules have not yet been enforced on the fully insured marketplace. The Department of Health and Human Services has 
also provided health insurance participation and contribution requirement relief to employers who buy fully insured 
group coverage for employees to ensure that they will be able to meet the law's shared employer responsibility 
requirements. This relief does not extend to employers that choose to seif-fund their health plans and are subject to the 
employee-participation and contribution requirements of stop-loss issuers. 
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Furthermore, at the end of the day, we don't see eiYifitoyers that dually make the decision to self-fund their benefit 
plans doing it merely to skirt looming regulatory changes. Instead; they are making this monumental decision, to be able 
to continue to provide their employees with the ber^rfite exactly 'neede,d, especially for recruitment and retention. The 
bottom line is vastly important, but gaining control of how dollars are spent and benefits that are offered is Just as 
important for these employers. 

While there may be greater interest in self-funding and stop-loss plans among small employers at the current time than 
there has been in the past, this type of coverage is still relativelv rare amongst very small employers. Most stop-loss 
carriers do not offer coverage to groups of under 50 lives, which in the health insurance space has been the typical legal 
dividing line between a large employer group and a smalfemployer. Some companies do market to smaller groups, but 
that has always been the case, particularly in the states that already had a highly regulated fully insured group market 
prior to the passage of PPACA. 

The majonty of stop-loss carriers nationally still focusongrpups of lOOor more lives and some even set a minimum 
deductible level because claims experience generally Is not dansldered stable enough or "credible'' for snialter :efnp^ 
groups. While some claims credibility may be given to smaller groups, it will take group growth both irt the 
lives covered and months under a self-funded arrangement for more weight to be given to a group's claims credibility: 
Then attachment points can be based on the aggregate claims factors plus the overall employee benefit mafketpiace 
"trend," 

In the past year or two, growing interest from employer groups on alternate funding mechanisms has m 
funded marketplace innovation, We have seen some national carriers develop "hybrid''-level funding plahi 
more like traditional fully insured group health coverage than self-funded plans have previously. These products can 
ease the transition from fully insured to self-funding for smaller employer groups and for larger employer groups that 
have not been self-funded previously. These plans offer smaller and mid-market employers stable pmmiums end 
provide rebates at the end of the year if claims are under a certain threshold. But if claims exceed the specified 
threshold, there is liability for the employer. All employers appreciate the fixed costs on a month-to-month basis the.se 
options provide, however, the larger employers tend to more easily tolerate claims volatility. 

As the market changes over the time, we expect that carriers may develop even more new hybrid products that offer 
greater protection to smaller-employer groups. Where we realty see the increased possible trend will be with what we 
in the industry refer to as "mid-market employers" with between 50-250 employees, in particular, we expect more 
hybrid products to hit the marketplace to serve groups from 50 to 100 employees over the next few years, because the 
health reform law will require that at! employer groups of this size transition from being regulated as large employers for 
health insurance purposes to small employers in 2016. The premiums for these groups wilt no longer be based on their 
claims experience and these groups will become subject to the law's essential health benefit requirements and other 
plan-design specifications. We expect that when employee of this size become fully aware of the significant change in 
regulation relative to their benefit plans, increased interest in self-funding will occur among these employers and the 
market will respond. That doesn't mean that all, or even most, employers of this size will ultimately elect to self-fund 
their benefit plans, but we do expect even more attention to be paid to that possible option. 
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As this committee is probably well aware, self-funded employer groups are not subject to state-level insurance 
reguiation and are instead subject to the Department of Labor's federal regulatory authority as per the Employee 
Retirement income Security Act (ERISA). However, the stop-loss policies that ahnost always accompany a self-funding 
arrangement tor small employers are regulated by state departments of insurance. State insurance regulators, who are 
the experts in both their field and in the unique maricetvarlances.of their states, have a variety of means at their 
disposal to regulate stop-toss policies sold in their states as they. feel. is warranted. The means they may use include not 
just regulating stop-ioss-specific and aggregate dedu'ctibfe wnqunts, but also the market conduct of stop-loss insurers 
and agents operating in their states. State regulators havethe ability to hold agents like me who help employers design 
and implement self-funded plans legally accountable for the advice we provide to clients, if past history is any 
indication, they will show no hesitation in enforcingthe law and regulating agent conduct if warranted. 

As I stated earlier, our membership reports almost universally that the looming PPACA-related market changes are 
causing significant anxiety within the employer community. Emptoyers large and small are looking at ail possible ways to 
gain greater control over their employee benefit options. We believe this need for control has sparked a greater Ihterest 
in the possibility of self-funding among the small and mid-sized employer community. Similarly, it has sparked new 
interest by employers large and small in other unique means of providing coverage, such asthrough PEOs ordefiried- 
contributton arrangements via private exchanges. It's also causing employers of all sizes to reduce the hours Of certain 
types of workers and consider the possibility of dropping coverage altogether. 

As the implementation of PPACA moves ahead in the coming year, we hope that Congress and this committee will 
consider providing additional flexifaiiity to employers of all sizes to help relieve their anxiety and ensure that they can 
continue to provide affordable and stable coverage options to employees. Some of the changes to the law we believe 
are critical for small-business ownerscouid be achieved by immediate action on the following bipartisan measures; 

• H.R. 2995, The Unnecessary Cap Act of 2013, which would repeal the arbitrary $2,000 deductible cap on small- 
group health Insurance policies 

• S. 1188, H.R. 2988 and H.R. 2575, all of which would allow American business owners to use the traditional 
definition of 40 hours a week as "full-time” when offering health insurance benefits 

• H.R, 763, H.R, 3376 and S. 603, all of which would repeal or delay the new national health insurance premium 
tax that will cost families in fully insured health plans an average of $500 a year in 2014 and more in each 
successive year 

• H.R. 544, The LIBERTY Act, which allows states to determine the age discount in their insurance markets 

• H.R. 2328 and S. 650, which will ensure that employers and consumers have access to licensed professional 
health insurance advi.sors 

1 truly appreciate the opportunity to provide testimony to your committee today. I consider it a huge honor to be here 
and a privilege to be able to inform you, our elected repre^ntatives, how the seif-funded health insurance marketplace 
works for employers both small and large. If you have any questions, or if I can be of additional assistance to you as you 
continue your important work representing American smalj-buslness owners, plea.se do not hesitate to contact me. 
Thank you. 
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INTRODUCTION AND EXECUTIVE SUMMARY 

Good morning Chairman Collins, Ranking Member Hahn and 
members of committee. My name is Thomas Faria and I am Presi- 
dent and CEO of Sheffield Pharmaceuticals. I would like to thank 
you for this opportunity to speak with you today with regards to 
my experience on utilizing self insurance options to provide afford- 
able health insurance to the employees of my company. I believe 
that self insurance can be a powerful option to help the right small 
businesses understand and control the continuously growing bur- 
den of health care costs. 

My Testimony this morning will address four general areas that 
should be of interest to the committee. 

• A brief background on Sheffield Pharmaceuticals 

• Sheffield’s experiences that led it to decide to self insure 

• Sheffield’s experience with self insuring 

• My opinion on and examples of the benefits of self insur- 
ance for small businesses 

COMPANY BACKGROUND 

Sheffield Pharmaceuticals is a family owned, mid-sized manufac- 
turer of over the counter toothpastes, creams and ointments located 
in New London, Connecticut. Sheffield has a proud history of man- 
ufacturing in New England with the company originally being 
founded in 1850 by its namesake Dr. Washington Wentworth Shef- 
field, the man who is also credited with being one of the first in- 
ventors of toothpaste. For over 160 years Sheffield has strived to 
provide quality, affordable, domestic made health and beauty prod- 
ucts to the American consumer. Today, Sheffield manufactures and 
sells over 22 different types of tubed drug products to every major 
retail and discount store chain in the country. Over the past decade 
Sheffield has grown to a company with roughly $30 Million in rev- 
enue and an employer of 162 workers. Sheffield provides health in- 
surance to 75 of these employees and their families. 

SHEFFIELD’S DECISION TO SELF INSURE 

Like all big and small businesses, every year at the beginning of 
spring, Sheffield would evaluate its health care costs and send its 
health insurance plan out to bid to try to gather competitive 
quotes. While, every year a modest increase was expected, starting 
in 2005 the increases began to average over 10% per year. At times 
we would look to lessen the blow of this increase by either increas- 
ing the employees’ share of premiums or by cutting back on some 
of the benefits. This worked somewhat effectively until 2008. In 
that year, a small amount of employees in the company experi- 
enced significant health issues which drove our utilization up. In 
response, our existing health insurance provider increased our 
rates 25%. This was followed up in 2009 when our provider told us 
that due to our high utilization our rates would increase 39% while 
other providers quoted higher. The company began at that point 
earnestly looking at Self Insurance as a viable option. We weighed 
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the potential positive benefits of being able to gain greater aware- 
ness and mastery of our total health care costs versus the potential 
negatives of not having a fixed cost to budget along with the poten- 
tial for a catastrophic occurrence to severely impact our costs. We 
knew that, due to the relatively good health of our employees, the 
odds of having another high utilization year were very low. 'Vidien 
we asked our insurance broker if he expected the insurance pro- 
vider to reduce premiums following a better utilization year and he 
answered no, the decision to move to self insurance became an easy 
one for the company. 

SHEFFIELD’S EXPERIENCE WITH SELF INSURANCE 

While switching to self insurance provided a new set of chal- 
lenges and has at times been a bit nerve racking in high utilization 
years, our decision to self insure has been a good one. Based on es- 
timates of the yearly average increases that the traditional health 
care plans charged in Connecticut for plans of our size, we believe 
that self insuring saved the company over $400,000 over the span 
of four years (see exhibit A). This dollar figure amounts to roughly 
a 19% savings over the expected costs of insuring traditionally dur- 
ing this period. Our success with self insurance has allowed the 
company to realize savings which have allowed it to still provide 
“Gold” caliber insurance coverage to its employees that covers 75% 
of the total health care costs, all while holding the overall costs to 
the employees in check. 

BENEFITS OF SELF INSURANCE TO SMALL BUSI- 
NESSES 

There are many benefits that self insurance can have for busi- 
nesses that have the right conditions and mindsets to utilize it. 
First, as shown above, self insurance can have the ability to save 
individual business plans considerable costs. This however comes 
at the expense of having health insurance costs fixed for a period 
time. Secondly, it allows access to cost data that can show not only 
where a company spends it health care dollars but also allows for 
comparison against national norms. When a company knows these 
costs it becomes more responsible for them. Thirdly, this cost trans- 
parency can allow a business to develop its individual plan to edu- 
cate and incentivize its consumer activities to most efficiently use 
health services, reducing both the business’s, consumers’ and over- 
all health system’s costs. Finally, self insurance encourages compa- 
nies to invest now in education, incentives for healthyG living and 
preventative care to help promote long term healthy behavior 
changes in its workforce. This leads to better lives for their workers 
and hopefully can help stem off major and expensive health issues 
in the future. 

A perfect example of the benefits of the transparency that self in- 
surance provides small business occurred when after a year of uti- 
lizing self insurance we examined our data on health costs. The 
data showed that our employees had a higher utilization of the 
Emergency Room than what should have been expected. Further 
analysis showed that some employees were utilizing the ER for non 
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emergency care items that normally should he handled by a physi- 
cian, who typically charges a quarter of what hospitals do. By 
doing this, not only were these employees unknowingly increasing 
the costs to themselves and the plan but also they were negatively 
impacting their future health by not creating a regular relationship 
with a primary physician. By adjusting our plan to incentivize em- 
ployees to find and utilize physicians instead of the emergency 
room, Sheffield was able to use its health data in a way that re- 
duced overall employee and plan costs while also benefiting the 
current and future health of its employees. 

As an example of how self insurance motivates companies to in- 
vest more into the health of its employees, once Sheffield had com- 
mitted long term to being self insured, we established several pro- 
grams aimed at educating and incentivizing healthy habits 
amongst our employees. Along with paying for yearly physicals, 
Sheffield also rewarded employees who received yearly physicals 
with reduced premiums. This allowed employees and their physi- 
cians an opportunity to develop a health history and address poten- 
tial major health issues before they occur. In addition to the 
physicals, Sheffield has developed rewards programs for employees 
that work towards maintaining healthy biometric levels, including 
cholesterol, blood pressure, body mass index and smoking activity. 
By addressing these important health factors now we believe our 
employees’ future health can be dramatically improved. I do not be- 
lieve that if Sheffield was in a traditional insurance plan we would 
have invested in these activities as the present day costs would 
have not translated into long term savings in a traditional plan. 

CONCLUSION 

In conclusion, I would like to thank the committee for the oppor- 
tunity to speak with you on a topic that I believe can and should 
be an important part of helping solve America’s health insurance 
woes. 

Sincerely, 


Thomas Faria 
President and CEO 
Sheffield Pharmaceuticals 
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OVERVIEW 

Tlie Patient Protection and Affordable Care Act will substantially change the 
orj^nization and market rules of the small-group Insurance market, beginning 
January 1, 2014. Reforms focus on improvit^ access to and adequacy of cover- 
age, while increasing transparency and accountobili^ of insurance products, but 
will also significantly increase the sharing of health care risk across empiPyers 
and their workers. Through modified communiQf rating, provision of essential 
health benefits, fsrohibition of preexisting condition exclusions, and increased 
standardlration of cost-sharing burdens via defined actuarial vaiue tiers, folly 
instued small-group coverage under the Affordable Care Act is expected to cre- 
ate mcne stable premium jmcing frtMn year to year and across groups, r^mdess 
of the heaifo status of the workere and foeir dependents. However, broader based 
sharing of risks means that ^ail employers with younger and healthier employ- 
ees ttem avera^ or those ftat have purchased more nmrow benefits in the past 
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may experience somewhat higher premiums, at least at 
a point in time. 

While the law introduces these reforms nation- 
ally into tlie fully insured small-group market, rtiey 
do not apply to self-insured group plans, regatdte 
of the size of the employer. This exemption provMts 
a potential avenue for small employers with healthier 
worker and dependent profiles to avoid participating in ' 
the broader-based lEsiirance risk pools and instead take 
advantage of experience rating as a self-funded plan. In 
addition, because the fully insured sinall-gxjup raatkels 
will be guaranteed issue with limited waiting periods 
and no preexisting condition exclusions allowed, small 
employers could self-insure during “good” times, 
accruing savings from having heaithier-than-avetage 
employees, then enter the fully insured market during 
“bad” times, and again accrue savings from having 
their higher medical costs shared by the wider smalt- 
group market. If permitted, this dynamic will create 
adverse selection in the fully insured market, where 
higher-than-average risks concentrate in particular 
plans or markets, increasing their relative costs and 
potentially compromising their viability. 

This analysis uses the Urban Institute’s Health 
Insurance Policy Simulation Model (HiPSM) to esti- 
mate the magnitude of the effect of adverse selection of 
small-group self-insurance on premiums and coverage 
in the fully insured market under the Affordable Care 
Act. We compare the extent of self-insurance and its 
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tmpilcMions under several policy scenarios within the 
of st^e and federal legal authority, demon- 
the sensitivity of likely outcomes to regulatory 
iimto Oft the structure of private stop-loss polkles that 
^gem^Hy necessary to make sraall-fimi self-insur- 
ance ibisible. We find that if states or riie federal gov- 
ernment do not effectively legulate stop-loss policies or 
restrict ac<res5 to stop-loss policies for small employers, 
cov^ge in fully insured small-group insuranre will be 
^hstimtlalty lower and premiums will be significanliy 
hi^r. Without such steps, new incentives created by 
fite Avoidable Care Act will increase self-insurance 
among small wnployers, drawing many of the healthier 
firms out of the fully insured market and increasing 
premiums for those who remain. However, If the stop- 
loss parametei^ recently recommended by an actuarial 
sut^oup of the National Association of Insumnce 
Commissioners (NAIC) are uniformly adopted, such 
adver.se selection would be prevwited. 

The NAIC’s actuarial subgroup recommends 
that stop-loss deductibles— also known as “attachment 
points"— be set at a minimum of $60,000 per insured 
individual. The suggested parameters would expose 
small employers to significant financial risks if self- 
insuring and would dissuade the vast majority from 
doing so. As a result, under this approaclt. average pre- 
miums in the fully insured small-group market would 
be lower than under a scenario with looser stop-loss 
regulations or none at all. If these recommendations 
were implemented in a uniform manner nationally, 
average fully insured small-group premiums under the 
law would be up to 25 percent lower than could be the 
case otherwise. Exhibit I shows the difforence in aver- 
age fully insured small-group single and family premi- 
ums under the range of stop-loss scenarios modeled in 
this brief compared with the NAIC actuarial subgroup 
recommendations. For example, ifthe Affordable Care 
Act was fully implemented today and small employ- 
ere were allowed to purchase stop-loss coverage that 
Imposed no additional risk to employee than fully 
tnsiuing {an option available in most states absent 
further government action), average single premiums 
in the folly insured market would be about 25 percent 
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self'insuring. 


surance company and the insi^Ke company tal 
benefits to the firm’s employees iuid dependents. 


higher and average family premiums about 19 percent 
higher than under the subgroup recommendations. 

Accepting the subgroup recommendations for 
minimum stop-loss parameters will lead to signifi- 
cantly lower average premiums in the fully insured 
small-group market. In addition, the recommendations 
would create more stability in insurance coverage by 
sutetantialiy reducing employers moving between 
self-insurance and fully insured plans and by provid- 
ing greater consistency in insurance benefits provided 
to workers in small firms. While setting requirements 
for stop-loss insurance in this way will increase pte- 
miuras for prticuhr small employees at a point in 


time {e.g., some will be unable to self-insure during 
low-cost years), the approach will significantly lower 
their premiums In years when their health care costs 
or the health experience of their workers or the work- 
ers' dependents have worsened, and will improve the 
stability, accessibility, and long-term viability of the 
small-group market for all small firms. Alternatively, 
requiring that self-insurance sold to smai! employers 
conipiy with regulations in the fully insured market or 
prohibiting the sale of self-insurance to small employ- 
ers would have similar effects as the regulation of stop- 
loss parameters. 
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Healih insurance plans offered by employers to their 
workers can be divided into two broad categorira: 
self-insured and fully insured. In fully insured plans, 
employers pay a premium to an insurer, which reim- 
burses providers for an agreed upon portion of the 
medical costs incurred for covered benefits for enrolled 
workers and their dependents. Fully insured plans are 
subject to state insurance market regulations, to self- 
insured plans, the employer is liable for the incurred 
medical expenses within the parameters of cover- 
age defined for the plan. Because of the Employee 
Retireraent Income Security Act of 1974 (ERISA),' 
self-insured plans are not subject to state insurance 
market regulations. Importantly, because of the risks of 
incurring very large claims in a given year, all but the 
vety largest self-insuring employers reduce their risk of 
exposure to claims costs by purchasing stop-loss insur- 
ance from a reinsurer. Stop-loss coverage is generally 
defined in terms of two deductibles, or “attachment 
points.” The specific deductible applies to the claims 
costs of each ind ividual covered under the plan. For 
example, iftite specific deductible is SiO.OOO and an 
individual incurs $15,000 in claims during the year, the 
reinsurer will pay the $5,000 in e,xcess of the deduct- 
ible. The aggregate deductible sets a limit on the total 
claims cdsts for which a firm is liable, applying to the 
claims of all covered lives under the plan, after the spe- 
cific deductible is applied to each individual’s claims. 

Hence, the stop-loss deductibles of a self- 
insuring firm’s reinsurance plan determine the firm’s 
risk of liability for high claims costs. Current stop-loss 
plans generally require firms to accept a significant 
amount of risk, so self-insurance is much less common 
among small firms than among large ones. Slightly less 
than 12 percent of firms with fewer than iOO work- 
ers who offer some healih coverage offer at Irast one 
self-insured plan.' For firms with 500 or more workers, 
this figure rises to slightly less than 90 percent Small 
firms that currently self-insure do so for several rea- 
sons. There is evidence that small firms that seif-insure 
do not have lowsr-than-average costs. For example, 
the 2012 Employer Health Benefits Survey from the 
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Kaiser Family Fouiulation and Health Research and 
Educatirmai IVust found at n.tgc self-insured premiiras 
ibr small firms to be highei .I,an av» lag^ premiums for 
fiilly insured smaii firms, though the ditfe-ciice was 
not statistically significant.- This fmdmg suggests that 
small firms may seif-insure to provide nu-re compre- 
hensive benefits than are typically foimd in tl.r fL'ilv 
insured market. 

While self-insurance among small employers 
Is not widespread today, tte Affordable Care Act sig- 
nificantiy changes the incentives to self-insure begin- 
ning in 20! 4 by exempting self-insured plans from 
several provisions. Most important: 

• Under the law, ftilly insured small-firm plans 
will be priced according to modified com- 
munity rating. Claims experience rating, now 
common, will not be allowed. Self-insurance 
will provide an experience-rated option to 
healthy small groups post-reform. Fully 
insured plans will also continue to be guar- 
anteed issue and guaranteed renewal, as is 
required under the Health Insurance Portabil Ity 
and Accountability Act of 1996; these rules 

do not apply to reinsurance pians. In addi- 
tion, only fully insured plans are subject to 
the Affordable Care Act’s medical loss ratio 
requirements, the requirement tf«t carriers 
explain and provide support of large premium 
increases, and risk-pooling strategies like risk 
adjustment and risk corridors. 

• Essential health benefits and standardized cost- 
sharing tiers based on actuarial value wilt not 
apply to self-insured plans but will apply to 
fully insured small-group plans. Many films 
currently seeking richer benefits in self-insured 
plans will be able to purchase benefits consis- 
tent with their preferences in the fully insured 
market under the law, white firms with healthy 
workere may seek out self-insurasce options to 
offer more parsimoniots plans tot do not meet 
the Affordable Care Act’s standards. 
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Thus, firms with lower-than-average-oKt 
workers %vill be more likely to save money by self- 
insuring beginning in 20 1 4. ! f a small-group self- 
insumd firm’s claims costs rise, the firm can move to 
the fully insured market at any time, as the exchanges 
will have rolling enrollment, although the employer 
will still be liable for claims already incurred. Many 
industry experts are concerned that if Sow-risk stop-loss 
plans are available to small employers when the full 
provisions of the law come into eff^t, tlw fully insured 
market could end up being a magnet for tetd claims 
risk with healthier risks diverted to self-insurance. As 
a result, we could see higher premiums and decreased 
stability in the fully insured market. 

Tlte federal government does not currently reg- 
ulate stop-loss insurance. Only a minori^ of states™ 
approximately 20“* — do so. A few states ban sales of 
stop-loss policies to very small firms, virtually elimi- 
nating sett-insurance among them. For example. New 
York bans stop-loss for firms with fewer than 50 work- 
ers. Other states set minimum standards for stop-loss 
deductibles, essentially ensuring that a ceitain degree 
of risk is part of any stop-loss policy. In 1995, the 
NAIC adopted a mode! state law regarding the regula- 
tion of stop-loss insurance. To date, only six states have 
enacted it in full, although other states have passed 
other forms of stop-loss regulation. Even among states 
that currently regulate, many allow attachment points 
below $20,000.^ An actuarial subgroup of the NAIC is 
considering updating the stop-loss model act to reflect 
increases in medical costs.^ 

In this brief, we use the Health Insurmtce 
Policy Simulation Model (HIPSM) to model the 
self-insured and fully insured markets for small-firm 
health insurance under a variety of stop-loss scenarios, 
ranging from requiring fsrms take on substantial risk, 
consistent with the recommendations of toe NAIC 


actuarial subgmup. no risk at ail —that is, nominal 
{tollcies Uial cover virtually at! claims costs. 
In toe absence of state reguiaflon, tlie tatter types of 
pdictes are expected to be sold. We examine the mag- 
nitude of adverec selection in fully insured small-firm 
premiums that would occur at various self-insurance 
ri^ levels. 

An earlier study by RAND also used a micro- 
simulatlofi model to examine small-firm self-insuring 
d^lsiems.’ However, the main scenario assumed 
specific stop-loss deductibles exceeding $75,000 and 
^r^te deductibles of $2 million. There was an 
attemative simulation in which the attachment point 
was $20,000, but even this is much higher than many 
stop-loss policies currently marketed to small firms.® 
RAND states that self-insurance could be far more 
common if Insurers offer “policies geared specifically 
toward small firms that wish to avoid regulation,” but 
did not model such policies. Also, this study does not 
app^r to litolude tlte insurer fee. 

RESULTS 

We simulate scenarios for stop-loss attachments points, 
representing the fiill spectrum from large financial risk 
to small employers to no risk at all. Results sitoulate 
the impact of the Affordable Care Act as if fully imple- 
mented in 20 12. (See M«dhods for a description of the 
HIPSM model and the methods used here.) 

ScenaHo A: Recent RecomtnemiaUene ef 
an NAIC Actuarial Sut^up 
An actuarial subgroup of the NAIC has recommended 
minimum stop-loss deductibles based on a study by 
MilHman.’ Essentially, the recommended mintmuras 
were tripled from the prior recommendation. Following 
this approach, toe specific stop-loss applying to any 
single individual would be $60,000, and the aggregate 
stop-loss applying to the group as a whole would be 
the maximum of: a flat amount of S60,000, $ 1 5,000 
|»r group member, and 130 percent of expected claims. 
The risk inwlved in this stop-loss scenario is notably 
higher than many packages currently being marketed to 
small firms. 


The law includes an insurer fee — a fixed 
amount to be collected each year — which is 
allocated according to covered liv^. ^if- 
insured plans are exempt from tots fee, which 
will essentially be a premium surcharge of2 
percent to 4 percent on fully iraured plans.^ 
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Because of the large fmancial risk, we ^Umate 
that in the cootext of the A ITordabie Care Act, less than 
2 |:^rcent of policies issued to woritera in firms with 50 
or fewer workers would be self-insured (Exhibit 2), In 
firms with 5 1 to 100 workers, we estimate that 4 per- 
cent of single and 5 percent of family policies would 
be self-insured under these parameters. Only 6W,WK> 
people -2 percent of the small-employer maricet— 
would be covered by small-group self-insur^ poitci^, 
or 207,000 single policies and i53,0{K) family policies, 
which cover 2.6 people on avemge. 

Average premiums in the self-insured market 
are 63 percent and 70 percent of averse premiums 
in the fully insured market under this reir^urance 
scenario, for single and family policies respectively. 
However, the relative premiums for self-insured and 
fully insured coverage vary significantly employer 
size, witii the largest differences occurring for smaller 
employers. With the higher risk for employers associ- 
ated with self-insurance in this simulation, gains from 
self-insuring have to be substantia! for an employer to 


decide to (to so, and the gains have to be even greater 
for the smallest employers since the risk they face is 
^^er than Iw their larger counterparts who have 
more covered lives over whom to spread their costs. 
Tlius, under a stop-loss policy with substantial risk, the 
anallest self-insuring employers will tend to have the 
lowest average claims costs. For example, the average 
premium for single coverage in a seif-insuring plan for 
firms with fewer thart 10 woricera is only 5 1 percent 
of the average for fully Insured plans, in other words, 
the ^vings for these firms from self-insuring is laiger 
than for employers of 5 1 to 1 00 workers where average 
single premiums are 7! percent of those in the fully 
insured market. 

Tills scenario serves as the basis of comparison 
for the other scenarios. 

SconaHo B: Current HAiC Mt 
Next, we consider the current NAIC recommendations 
on reinsurance minimums. The specific stop-loss Is 
only a third of that used in Scenario A (S20,000 versus 


Exhibit 2. Reinsurance Scenario A (NAIC Acbiariai Sub^up Recommendation} 


Relo«ifsne« {urarnttert 


Spednc stop-loss 

$60,000 

AjgregaU) stoploss the maximum of flat 

$60,000 

Per member 

$15,000 

% Qclaimsj 

130% 





SelMssmd 


ndbiiUBinMl 


Number (thousands) 

Average total premium 

Share of total market 

Number (thousands) 

Average total premium 

^{sgefwKclss 
(12.1^ total policies} 






1-9 

28 

$2,577 

1% 

3,113 

$5,041 

10-24 

31 

$2,398 

1% 

3.363 

$4,747 

25-50 

32 

$2,955 

1% 

2.701 

$4,591 

51-100 

116 

$3,259 

4% 

2.731 

$4,579 

Tote! 

207 

$2,994 

2% 

11,973 

$4,749 

Fmlly 

{S.967 total poilciss} 






1-9 

32 

$8,386 

2% 

1.496 

$13,343 

10-24 

17 

$7,295 

1% 

1,498 

$13,059 

25-50 

22 

$7,292 

2% 

1.381 

$12,682 


82 

$10,058 

5% 

1,439 

S12JD4 

Total 

153 

$9,016 

3% 

5.814 

$12,955 




Ibta! 

Seif-Insured 

Fully insured 

Coveted lives {millions} 



29.6 

0.6 

28.9 


Itote; NAIC - National Assodatten of Insufanee Cwnmisslcmers. 

Source: Health Insuranc® Policy Smulatton Mocfel The Iftban yisOtufe, 2012. 

Simulations dons as if the Affordable Cara Act ftrily Imfrf^r^sted ’m 2012. 
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$60,000), and the aggregate slop-loss conditions are 
also subslanlially lower — the maximum of a $20,^X) 
flat amount, $4,000 per member, and I ! 0 percent of 
expected claims. Overall, 12 percent of single and 15 
percent of family policies issued to smali-fimi wwk- 
ers are self-msured under this structure (Exhibit 3). 
Self-Insured plans represent a significant share of the 
market for small firms with 51 to !00 workers: 26 
percent of single and 29 pertient of family policies. In 
lota!, 4.2 million people obtain their coverage through 
small-group self-insured policies. The total number of 
people covered through small employers does not dif- 
fer significantly from Scenario A (29,7 million versus 
29.6 million). 

Scenario B shows noticeable adverse selw- 
lion relative to A, as healthier risks are pulled out of 
the fully insured market into the self-insured market 
since the risk to the small employers self-insuring is 
reduced. Average single premiums in the fully insured 


maricet are 4.3 percent higher and family premiums are 
I.S percent higher than in Scenario A. Basically, we 
see that films with healthy people who would pay more 
under modified community rating tlmn under experi- 
ence rating are more likely to self-insure, provided 
they cm bear the risk. 1'hus, we find that the difference 
l^ween cummt NAIC recommendations and those 
of the NAIC actuarial subgroup does matter for Fully 
insured small-group premiums. Our results a>me to 
a similar conclusion as the Milllman analysis, which 
used a very different methodology. 

The average self-insured premiums in Exlnblt 
2 me higher than Ute self-insured premiums in Exhibit 
3. As we saw, very few small firms, particularly those 
employing fewer than 50 workers, are willing to take 
on the risk of self-insurance under Scenario A. Those 
who would self-insiire face the lowest risk of doing 
so ami have lower claims cost than average; however, 
they are not necessarily the firms with the lowest 


Bchlbit 3. Reinsurance S^nario B (Current NAIC Act) 


R«1nuinnca parsinttm 


Specific stoploss 

$20,000 

A^gate stop-ioss the maximum of Bat 

$20,000 

Per member 

$4,000 

% ECcialmsj 

110% 





Sftif'iiiuinid 


Ftttif insurad 


Number (thousands) 

Average tote! premium 

aiare of total marRet 

Number (thousands) 

Average total premium 

( 12.218 totat policies) 






i-3 

229 

$1,843 

7% 

2,938 

$5,259 

10-24 

188 

$2,108 

6% 

3.214 

$4,988 

25-60 

338 

$2,602 

12% 

2.402 

$4,810 

51-100 

768 

$3,132 

26% 

2,141 

$4,818 

Total 

1,523 

$2,694 

12% 

10.695 

$4,988 

peUctoi 

(6.003 totai policies) 






1-9 

ISO 

$6,683 

12% 

1,3S8 

$13,454 

10-24 

98 

$7,338 

6% 

1.411 

$13,247 

25-30 

196 

$8,173 

14% 

i;2io 

$12,959 

51-100 

452 

$9,137 

29% 

1,100 

S12.918 

Total 

926 

$8,262 

15% 

5.077 

$13,163 

Percent by ay^rage fully insured smali-group premiiHRs ara 


Single 

4.3% 

thm under NAiC actuarial sut^c&jp's recommwRJed uixiatesi 


Family 

i.i% 




To^i 

Seif-insured 

Fully insured 

iives (mil)ions) 



23.7 

4,2 

2S.S 


Note: NAIC » Nationa! AssoclaWon of insurance Csmmfssloners- 

Source: Heaim Insurance PoiiQf Stmuiaticn Mode! 'me .Urban tosffiute, :^12. 

Sfmulayons done as if the Affordabie Cara Act was ftiHy impten^ited in 2012. 
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claims costs, as other factors go into compuHRg the 
risk of self-insurance besides the flnit’s current claims 
costs. 

Scenarl® Ci t&w ^islc 
The ne\l seit-insurancc scenario imposes much lower 
risk on ^lnall employers tliau Scenario B. Tire sp^lfic 
dediicubL is SllkOOOT^ ITie aggregate deductible is 
also much lower than Scenario B, computed as the 
maxsmiwi of a $20,000 flat amount and $2,000 per 
member. Not only is the dollar amount per member 
lower but, more Important, there is no minimum per- 
cent of expected claims. Expected claims for most 
adults are over $2,000 a year, so without an expected 
claims minimum, a large majority of firms would reach 
their aggregate deductible. The risk would not te negli- 
gible, however, for the smallest firms. 

We find that for woi-kers in fimis with fewer 
than 25 workere, about a fifth of single policies and a 
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quarter of femily policies are self-insured given these 
parameters (Exhibit 4). A little less than two-thirds of 
poltc!^ for workers in fimis with 5 1 to 100 worker 
me ^lf-ms«red. Overall, about 40 percent of people 
itovered in the small-firm market receive that coverage 
through self-insured plans under this scenario. 

The average single pfemium In the fully 
insured market is 14.4 percent higter than with the 
model recommended by the NAIC acruarial subgroup; 
the average family premium is 9.6 percent higher. We 
did three sensitivity analyses around simulation C: one 
assumij^ a higher level of employer risk aversion, one 
assiOTiing a lower level of employer risk aversion, and 
one assuming that self-insuring small employers can 
offer their workers a high-deductible plan, as opposed 
to the typical employer plan provided under the 
Affordable Care Act. Results from each are presented 
below, followed by an analysis of Scenario D, where 
small employers face no additional risk ifself-insuring. 


Dhlbit 4. Reinswanee Scenario C (low &nployer Risk) 


Rvfnsanftce iMniffwtsn 


Specific stoploss 

$10,000 

^giegate stop'losa the maximum of Rat 

$20..IX>0 

Per m»nber 

$2,000 

% ElcialmsJ 

no min. 



Rtnyawtint 



Number (thoiaands) 

total prem^m 

Share of totai market 

Number (thousands) 

Average total premium 

SitaJe !»ilel«s 

(12,200 total poficli^} 






1-9 

647 

$2,063 

20% 

2,510 

$5,723 

10-24 

721 

$3,878 

21% 

2,673 

$5,486 

25-SO 

1,199 

$4,038 

44% 

1,534 

$5,288 

51-100 

1,861 

$4,113 

64% 

1,055 

$5,314 

Total 

4,428 

$3,755 

36% 

7.772 

$5,550 

Fsa% pHeles 
(6,054 total policies) 






1-9 

410 

$7,321 

27% 

1,126 

$14,117 

10-24 

372 

$10,907 

25% 

1,141 

$14,567 

25-SO 

700 

$11,535 

43% 

726 

$14,331 

51-100 

1.017 

$11,597 

64% 

562 

$14,288 

Tola! 

2,499 

$10,784 

41% 

3,555 

$14,332 

Percent average fully insured small-|rDup aw 

Wgiar than under NAfC actuarial subgroup’s raoommended updates: 


Single 

f^lJy 

14.4% 




Total 

Self-Insured 

Fully insurad 




^.9 

11.7 

18.2 


Note; NAiG « National Associsfion of Insurane® Cownisslwwrs. 

Sourcs: Health insurance amuJstlon MoOei tHIPSM). 2012. 

Simulations done ss if the Affmlabis Cara Act was Wiy m 3J32. 
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Smmmilm € $0psltlwl% kmntfBUi Iisipl«^er 
llsk Awrsiw 

The willingfiess of employers to bear the risk of 
high claims costs is acmcja! factor in their declsloii 
whether or not to purchase coverage, provided 
loss deductibles still expose them to some risk. We 
simulated Scenario C with the risk-aversion factor in 
the employer’s expected utility function raised by 25 ■ 
percent, milking the employers less willing to take on 
risk, from tlial used in Exhibit 4 and with it lowered 
by 25 percent, making the employers more willing to 
take on risk. The higher assumed risk aversion leads to 
10.5 million lives covered by small finn self-insured 
policies (Exhibit 5), down from 1 1 .7 million In Exhibit 
4 (Scenario C with our standard risk-aversion assump- 
tion). Single premiums with higher risk a^rersion are 12 
percent higher than under the NAIC actuarial sul^roup 
recommendations and family fH-emiums are 8 percent 
higher. Thus, higher risk aversion leads to lower levels 


9 

of adverse election in the small-firm fiitly Insured 

market. 

to«^rmg risk aversion by 25 percent com- 
pare with our standard assumption leads to H .1 mil- 
ium liv^ covered by small firm self-insured policies 
under the Scenario C reinsurance parameters (Exhibn 
6). With lower risk aversion, single premiums are !5. 1 

higher and family premiums 1 1 percent higher 
than under the actuarial subgroup’s recommended 
{^rameters. Thus, lower risk aversioni {i.c.. ^caier 
risk-t^lng) leads to more lives covered through self- 
Insurance and greater adverse selection in the fully 
insured market. Under our model, adverse selection 
does vary with risk aversion, but at a notably lower rate 
than the relative change in risk aversion. However, it is 
reasonable to conclude that even if firms are at the high 
end of the plausible range of risk aversion, the fully 
insured market will experience adverse selection of 


Exhibit 5. Reinsurance Scenario C (Hl^ Risk Aversion) 


RelnsttrattM iHrasurtm 


Specific stoploss 

$10,000 

Aggregate stop4oss the maximum of Rat 

$20,000 

Per member 

$2,000 

% Elciaims] 

no min. 

Risk avsrslcffi 25% higher than in Exhibit 4 



Aversiba 




$elMMsrMi 


FiSly tnsBmd 


Nunrtrer (Uwusands) 

Aver^ total premium 

Share of toUil market 

Number (thousands) 

Average total preitiium 

SiftgISjMUdM 
(12.1S7 total policies} 






1-9 

545 

$2,092 

17% 

2.611 

$B.617 

10-24 

553 

$3,772 

16% 

2,833 

$3,388 

25-50 

1.0S5 

$3,943 

38% 

1.689 

$3,202 

51-100 

1.751 

$4,075 

60% 

1,160 

$S.193 

Total 

3,904 

$3,720 

32% 

8.293 

$5,395 

(S.044 total policies) 






1-9 

345 

$7,480 

22% 

1.189 

$13,870 

10-24 

31S 

$10,882 

21% 

1,198 

$14,338 

25-50 

650 

$U,255 

46% 

767 

$14,066 

51-100 

982 

$11,454 

62% 

598 

$14,021 

Total 

2,292 

$10,721 

38% 

3,752 

$14,084 

fWcsnt which average hJliy insured premiim are 

higier than under NAIC actuarial sul^oup's reconwrended updates: 


Single 

Family 

lt.0% 

S.i% 




ToUd 

Self-Insured 

Fully insured 

Covered lives (millions) 



29,8 

10,5 

19.3 


Notst NA!C ^ National Association of Insurance Commissioners. ' ' 

Source: HeatOi Insurance Rolidy Simulation Wode! 

SimulaSons dons as if tiie Afforeiable Care Act was Br ?o i?, 
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Exhibit 6. S^nai^ C (l^ Aversion) 


HalJSSJiHima pswraisatera 


Specific stop-loss 

$10,005 

A^regate stop-ioss the maximum of Rat 


F^rmSTf^KHT 

$2,050 

% ^damsl 


Risk 3v^s^ 2^ tewef in 4 



tow Ri* 
ft*er8i»« 




Seif-tiawNMi 




Number (thousands) 

1 

1 

I 

1 

1 

1 

1 

NunftH^ (thousands) 

Averse total premium 

( 12.220 total policies) 






1-9 

76S 

$2,068 

24% 

2,402 

$5,803 

10-24 

876 

$3,978 

26% 

2,515 

$5,577 

25-50 

1,391 

$4,119 

51% 

1,350 

$5,392 

51-100 

1,917 

$4,181 

66% 

1,004 

$S.-W0 

Total 

4,949 

$3,801 

40% 

7,271 

$5,595 

(6,068 total policies) 






1-9 

476 

$7,275 

31% 

1,061 

$14,324 

10-24 

460 

$11,134 

30% 

1,063 

$14,779 

25-50 

805 

$11,730 

56% 

62S 

$14,585 

51-100 

1.047 

$11,770 

66% 

529 

$14,565 

Total 

2.788 

$10386 

46% 

3,280 

$14,560 

Percent by which ava-ag© fully insured smalf^up piwilums are 


Single 

19.1% 

higher than under NAIC actuarial sut^oup's recommemted updates: 


ftmlly 

110% 




Total 

Self-fnsured 

FUHy insured 

Covered Uvea (millions) 



29.9 

13.1 

, 16.8' ' ■ ■■■ 


Note: NAiC * Nationai Asm^a^on of InsuraTce Cwumlssionere. 

&>urcs: Hfldth Jnsuranoe S*olicy Simulation Model (HIPSM). The Urban institute. 2012. 
Simulations done as If the AffonJaWs Care Act was fully implemented in 2012. 


more than 10 percent if plans comparable to Scenario 
C are allowed. 

Scenario C Sensitivity Analysis; Sel^ 
liisnrsd i*ians with i4>wei' Actuarial Value 

Employers might also use the self-insurance option 
as a route to offering their workers a policy with a 
lower actuarial value than those permitted in the ftilly 
insured small-group market under the Aifoniable 
Care Act. Consequently, we simulate the reinsurance 
striicture presented under Scenario C, but assuming 
that self-teuring small employers have the choice of 
providing their workers with a standard small-group 
plan or one with a higher deductible and out-of-pocket 
maximum than the standard plans. These less compre- 
hensive plans would presumably be attractive to the 
small employers with the healthiest groups. When tfe 
lower actuarial value plans are permitted, 1.2 


more lives are covered by self-insured plans as com- 
pared with the standard Scenario G assumptions, and 
average self-insured single premiums are about $360 
lower, family premiums about S670 lower (Exhibit 7), 
Note that these premiums represent a mixture of high- 
deductible and more comprehensive self-insured plans. 
The resulting premiums are higher than under the 
standard Scenario C, but the difference is smaller than 
between lower risk aversion and standard Scenario 
C. The results of this high-deductible simulation do 
not differ substantially from the standard Scenario C 
because many of the ^me employee benefit under both 
^tenarios, but die magnitude of the savings for some of 
those employers differs between the two. 

Seesiaff© Ho to imploy^rs 

At the end of the stop-loss spectrum is the case In 
which the attachment point is SO. Employers thus bear 
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Bchlblt 7. Sein^ C ^&^-tns{H«d HDHF Ran AvaSlable) 


Specific stop-loss 


$10.0)0 

^ stoploss the m 

cixlmuni of flat 

$2Qj0m 



S2,tXiQ 


% £|cia^5| 

nomht. 


Self-fflsurefl 




Wans 









Number (thousands) 

Avere^ t<^ pr«Tton 

market 

Number (thousands) Average total premium 

pe^slss 

(12,194 total policies) 






1-9 

650 

$1,667 

21% 

2,502 

$S,S04 

10-24 

815 

$3.4^ 

24% 

2,577 

$5,562 

25-50 

1,416 

$3,646 

52% 

1,320 

$5,361 

51-100 

1.969 

$3,756 

63% 

945 

$5,367 

Total 

4.850 

$3,394 

40% 

7.344 

$5,583 

(6.118 total policies} 






1-9 

445 

$7,326 

29% 

1.100 

$14,178 

10-24 

430 

$10,286 

28% 

1,099 

$14,584 

25-50 

808 

$10,752 

56% 

645 

$14,394 

51-100 

1.097 

$10,699 

69% 

494 

$14,258 

Total 

2,780 

$10,111 

45% 

3,338 

$14369 

Percent tv af^age fui^ insured smali-groi^ (Mamiums are 


Sif^s 

14.9% 

hitter than under NAtC subgroups updates: 


Family 

9.8% 




Total 

SeiWnsured 

i^Iiy insured 

Covered lives (mllHons) 



30.0 

12.9 

17,1. 


Not9: NAIC w Natloiiai Asso^aUon of {nsumnce ConnDissjoners. 

Souraa: Hsaf^ insurancs Policy Simulafitui 'me Urt>an Institute. 2012. 

SImulattorrs flood as If th® Affotflabte Care Act was fuBy implwoented in 2012 . 


no risk of increased claims costs by self-insuring than 
they do when fully insuring. This is essentially tradi- 
tional health insurance marketed as stop-loss insurance, 
providing small employers with an experience-rated 
product that is not subject to many of the Affordable 
Care Act’s other smali-group insurance reforms either. 

I f a state does not regulate stop-lo.ss deductibles, noth- 
ing would prevent such plans from being sold. In such 
a case, our model estimates that more than 60 percent 
of lives covered by small-firm plans would be covered 
by self-insured plans (Exhibit 8). In particular, seif- 
insurance would dominate in firms employing 25 or 
more workers. Single fully insured premiums would 
be nearly a quarter higher than under the actuarial sub- 
group recommendations, and family premiums would 
be nearly s fifth higher. 

The total number of people covered by smail- 
firra plans e.xceeds that under the actuarial subgroup 


recommendations modestly— 30. 1 miflion, oran addi- 
tional 400,000 as compared with Scenario A (Exhibit 
2). However, this 1 .3 percent increase in entollttent is 
primarily a shift from nongroiip or large-firm employer 
coverage, rather than a reduction in the number without 
insurance (data not shown), and thus does not suggest 
that widespread self-insurance leads to more insurance 
coverage on net. 

DISCUSSION 

Significant reforms to the way that smali-group health 
insurance is sold and priced will be impieraentgd 
starting January 1 , 20 1 4. Many of these reforms are 
intended to broaden the way health care risk is shared 
across small employers. These changes will end insurer 
price discrimination against small groups with higler- 
than-average expected health costs and those with 
prior experience with higher claims. The reforms will 
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Exhibit 3. 0 (No MMtml Risk to Flnusl 


Rstoismtss psm!t!st«ra 


Specific stoploss 


$0 

Aggregate si-c^loss tiie fnaximijm of 

Rat 

nom^. 


PertTientfssr 



% E{ciakns} 




'■ - - 




m 



NumOer (thousands) 

1 

1 

1 

^ to^ market 

Number (thousands) 

Average total SN-onium 

Sings pi^cles 
(12,266 total polices) 

1-9 

1.409 

$2,701 

44% 

1.776 

S6,27i 

i0~24 

1,862 

$4,374 

55% 

1,535 

S6.15i 

25-50 

1,853 

$4,361 

67% 

901 

SS,958 

51-100 

2.191 

$4,352 

75% 

739 

$5,911 

Total 

7.315 

$4,042 

60% 

4.951 

$6,123 

pelieS^ 

(6.134 total policies! 






1-9 

810 

$8,471 

50% 

794 

$15,244 

10-24 

849 

$12,287 

55% 

632 

$15,974 

25-50 

1,023 

$12,256 

72% 

403 

$15,903 

Sl-100 

1.176 

$12,248 

75% 

397 

$15,924 

IbtsI 

3.858 

$11,465 

63% 

2,276 

$15,698 

Percent by arorag© fully insured small-^up j^miwns are 

fritter than uruSsr NAIC sctueiial subgroup’s recoimiencfed ujxtates: 







Tot^ 

Self-insured 

FUliyIrisumd 




30.1 

18.6 

11.S . 


^fote: NMO » Natlomil Associatlan of Insurancs Ccmnissioners. 

Sowrca: Health Insurance Policy Emulation Modal {HiPSM), The Urtwn Institute. 2012. 
Simulations don© as if the AfftMtJable Care Act was ftilly Implemenieti in 2012. 


also promote transparency and accountability among 
insurers in this market, encouraging competition based 
on eflRciency and quality, as opposed to avoiding risk. 
However, these new federal regulations do not apply 
to selt-insured plans, regardless of employer size, 
and they do not apply to reinsurance, the product that 
makes it feasible for small employers to contemplate 
self-insurance as an option. Thus, a significant migra- 
tion of small empioyera with healthier-than-average 
risks to self-insurance from fully insured plans has 
the potential to undermine the effectiveness of the 
Afforfable Cate Act’s smali-group reforms tuid to 
destabilize the market. Our analysis demonstrates, 
however, that federal or state regulation of the defini- 
tion of reinsurance can be effective in mitigating th«se 
problems. 

Most slates do not currently regulate reinsur- 
ance, either by restricting the size of the employera to 
whom It may be sold or setting minimum attechment 


points. Consequently, without further action, remsiir^ 
ers can market policies consistent with our Scenario 
D presented above, which requires no additional risk 
to small employers of self-insuring, and would lead to 
significant erosion of and adverse seiectioin in the fully 
insured small-group market. Because the Affordable 
Care Act requires fully insured smail-group coverage 
to be sold guaranteed issue and without preexisting 
condition exclusion periods beginning in 2014, small 
employers could conceivably purchase experience- 
rated reinsurance and self-insure at times when their 
groups’ health care profile has been relatively healthy 
and enter the modified community-rated pool when 
denied coverage or “rated up” by reinsurers. 

Our resuits indicate that the reiasurance param- 
eters included in the recommendations of the NAiC 
actuarial subgroup {Scenario A), which require a mini- 
mum specific stop-loss attachment point of ^0,000 
and an t^regale stop-loss dstennined as the maximum 
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of a flat $60,000 amoynl, $ 1 5,000 per n^ember, and 
! 30 percent of expected claims, would go a loi^ my 
toward bolstering the ongoing strength of the stn^- 
group insurance market. If this approach is adopted 
uniformly across tire country, the fully insured ^all- 
group market wotild be roughly 1 .5 times as la^e 
and the average fully insured small-group premium 
would be at least 20 percent lower than if reinsurance 
effectively acts as unregulated insurance (Scenario D). 
These concerns could also be addressed by prohibiting 
the safe of reinsurance to employers of 100 or fewer 
woriters. 

Unifomijy implementing regulatory safeguards 
across the country requires federal action. Absent such 
action, state can take the initiative to do so individu- 
ally, following the recommendations of the NAIC’s 
actuarial subgroup. 

mmmms 

The decisions of firms to offer their workers self- 
insured plans, commercial plans, or no coverage at all 
and the decisions of workers to enroll in plans offered 
to them are computed using HIPSM." HIPSM is a 
microsimulation model designed to estimate the conse- 
quences of health policy changes for Irealth insurance 
coverage and health care costs. The core of the model 
is a nationally representative population of individu- 
als and femiiies, together with their health care costs.‘- 
The base population Is drawn from the March 2009 and 
2010 Current Population Survey Annual Social and 
Economic Supplement (CPS- ASEC) combined. Health 
care costs are taken from three years (2008 — 2010) 
of the Medical Expenditure Panel Survey-Hous^old 
Component (MEPS~HC), with corrections to certain 
categories of expenditures known to be underreported. 

The data are augmented with immigration status, eligi- 
bility for various Medicaid/Children’s Health Insurance 
Program (CHIP) programs, and other data elements 
needed to simulate the Affordable Care Act, as 
described in the HIPSM Methodology I!k)Cumentatlon. 
Then, data are aged to the year of interest, taking into 
account demographic and economic changes. 


13 

In order to compute finn-ievel premiums for 
employer-sponsored coverage and to model fimi deci- 
sions of whetlter to offer insurance or not, and If offer- 
ing, the type of health insurance coverage they provide, 
woiitera are grouped into simulated, or “synthetic,” 
films. Tlie distribution of synthetic firms mimics the 
kftown distribution of employers by size, industry, 
region, and bueeline insurance offer status. Workers 
matcl^ Into each firm are those reporting employment 
in the ^me type of firms. For fully insured small-group 
plans, costs at the various Affordable Care Act actu- 
arial value tiers (60 percent, 70 percent, 80 percent, and 
90 percent) are constructed, and premiums are based 
on the insured costs of those currently covered by such 
plans. We implement modified community rating, with 
premiums variation limited to age and tobacco use at 
ratios not exceeding 3:1 and 1.5:1, respectively. The 
Affordable Care Act Includes an insurer fee that. applies 
to commercial policies, but not to self-insured ones. 

The eflfect of this provision will be to add a premium 
surcharge on commercial policies. We model a sur- 
charge of 3 percent, which is in the range of several 
analyses.’^ 

Fully insured small-group plans are con- 
structed based on plans typical of toose currently 
offered by small employers, using data oh d^uctibles, 
out-of-pocket maximums, and coinsurance rates fibm 
the Medical Expenditure Panel Survey-insurance 
Component (MEPS-IC) and Kaiser/HRET Employer 
Health Benefits Surveys. For each firm-size group, we 
adjust the actuarial value of the plan so that the average 
premium computed (based on those covered by plans 
in the small-group market in die underlying survey 
data) is aligned to the average premiums reported by 
the MEPS-IC. The resulting actuarial values range 
from just over 70 percent for the smallest firms to 
just over 80 percent for those employing SO or more, 
with deductibles averaging STOOD for single policies 
and $1,900 for family policies. For self-insured plans 
offered by small employers, we use two insurance 
packages. The first is the typical fully msured coverage 
described above; this is available in all the simulations 
presented here. The second is a high-deductible plan, 
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which is made available lo small employers in om of 
our seiisilivhy analyses, discussed above. The di^uct- 
Ibles for the high-dedueSible plan are $2,300 sif^ie and 
$4,500 femlly. 

We model several different types of stop-lt^ 
policies that seif-insuring employers purchi^ to Hmtt 
their exposure to claims costs. These are defined by 
specific and aggregate deductibles. The Background 
section of this paper describes how they are applied. 
Aggregate deductibles am specified by thr^ condi- 
tions: a flat dollar amount, a dollar amount per covert 
person, and a minimum percentage of expected claims. 
These three are computed for each self-insured firm, 
and the firm’s aggregate deductible is the largest of 
them. 

Premiums of seif-insured plans are computed 
as follows. A firm’s stop-loss deductibles are aj^lied 
to determine which costs are borne directly by the finii 
and which are covered by tlte reinsurer. The reinsurer 
changes a premium to cover its costs. A few states, such 
as North Carolina, require that stop-loss premiums 
follow the same market regulations as fully Insured 
premiums. North Carolina also prohibits insurers from 
serving as third-party administrators for self-funded 
small employers. However, our intent here is to model 
the effect in states not regulating stop-loss coverage, so 
premiums in the simulations are experience-rated, the 
predominant situation nationally. This is done by tak- 
ing into account both a person’s expenses for the cur- 
rent year and the expected value of his or her expenses, 
with the average taken over age, gender, and health 
status. The total self-insured premium for a firm cov- 
ers the stop-loss premium, claims costs not covered by 
stop-loss, and administrative costs. 

Once fully insured and self-insured premi- 
ums for a film are set, the firm can decide which type 
of coverage, if any, to offer to workers. We use an 
exf»cied utility model, taking into account a number of 
factors: 

* The expected utility of coverage (or remaining 

uninsured) to workers. This takes into account 

premiums, out-of-pocket costs, and risk of 


The Commonwealth Fund 

high insurance cosis, .n particular, the difter- 
efwe between self-insured aid fully insured 

premiums.*^ 

• Total worker compensation remains constant, 
regardless of the insurance decision. More 
spendttig on health tenefils means lower 

wages, and vice versa. 

• The tax exclusion for employer-sponsored 

ifisurmice. 

• Affordable Care Act employer assessments 
for firms of 50 or more employees that have at 
least one full-time woricer obtaining a subsidy 
for the purchase of nongroup coverage through 
a health Insunmce exchange. 

• Affordable Care Act premium tax credits for 
the smallest firms that quality. 

• The A ffordable Care Act insurer fee, as 
described above, 

• Administrative costs of offering insurance. 

• For self-insured policies, the risk of additional 
claims costs to the employer. 

The last factor is crucial in this analysis. We 
first look at the standard deviation of health care costs 
among covered lives in a firm as a measure of how 
much claims could reasonably rise from their expected 
values. The 90th percentile of a typical distribution 
of health care costs is roughly 70 percent of a stan- 
dard deviation. We then apply this level of claims to 
a firm’s stop-loss deductibles to determine how much 
of this additional cost will be borne directly by the 
firm. If a firm’s expected claims are already in excess 
of the deductibles, for example, the additional cost 
will be borne by the reinsurer to bs covered through 
premiums. The willingness of firms to take risks is not 
precisely known, so we perform a sensitivity analysis. 
Current jKitterns of stop-loss insurance show clearly 
that the willingness of employers to risk self-msuraiice 
and the willingness of reinsurers to offer covera^ both 
increase with firm size. The default level is calibrated 
to ^e into account that the model being considered 
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by the actirana^ subgroup of the NAIC reqiii^ a^f- 
oisureci emp!o>er takt on much higher risk: 
man> stop*iois pohcies. cmrentiy offered 
linns Note tkP the results shown here assume imple- 
mentautm of the Affordabie Care Act Provisions 
4s the msiirei See do not rurrsntSy exists so the levels 
of selNmsured coveiagc reported in this paper will not 
necessarily snatch current patterns. 

A firm offers coverage if the employees’ corti- 
binet! value of the offer exceeds the offering costs* arrf 
there ase enough employees who gain from having the 
otter. A firm will offer a self-insured policy If its value 
(‘.e., expected utility) to the firm and its workers out- 
weighs the value of commercial coverage. For exam- 
ple. if experience-rating in the stop-loss market allows 
a firm of particularly h^llhy workers to purchase cov- 
erage comparable to a fully insured plan more cheaply, 
the employer spends less providing health care ben- 
efits. Keeping total compensation constant, this means 
a rise In wages for workers, so they gain. 

The interaction between how much a firm 
would benefit from self-insuring and whether it would 
be willing to bear the resulting risk is particularly 
Important for understanding the results of our high- 
risk stop-loss scenarios. The update recommended 
by an actuarial subgroup at the NAIC (Scenario A) 
tripled most of the stop-loss deductible parameters 
from the current NAIC Model Act (Scenario B). While 
the risk involved in Scenario B is high enough to dis- 
courage most small firms, the risk is so much higher 
in Scenario A that only a very small minority would 
consider self-insurance. While, in general, films with 
the most persistently low-cost workers would tend to 
gain the most from self-insuring, those who gain the 
most wmild not necessarily be those facing the lowest 
risk or those willing to lake substantial risk. Because 
of random variation in health care cosU;, the small- 
est firms would have a greater chance of having cmly 
very healthy workers, but they are highly unlikely to 
self-insure under the NA!C actuarial subgroup retxsm- 
mended parameters. Besides that, those with the iow«st 
claims will often be furthest from their deductibles, 
and may have a high standard deviation of coste. Thus, 


15 

their risk in self-insuring snay bi greater than rhal of 
some fhm with somew hut higher cl3ir>'S costs. 

Once employers have made their decisions 
al^ut off^lng coverage workers and their famdies 
d^idc what coverage, if any. to take up This decision 
inclu^ alternatives to their firm's offer, such as offers 
of coverage from a spouse’s employ^ r, subsidised 
^chmige coverage if the employer's offei is ileemed 
unafforckible md the worker is income eligible, pub- 
lic coverage such as Medicaid or CHIP, or remaining 
uninsured. Once decisions have been made, premiums 
are updated to reflect changes in enrollment. The cycle 
of decision-making is repeated until the model reaches 
^uilibrium (Exhibit 9). We then analyze the resulting 
small-ftnn insurance coverage, both self-insured and 
fully insured. Each of the seven stop-loss scenarios 
presented tere require a sefKirate simulation. For all 
scenarios, we simulated the Afford^le Care Act as if 
fully implemented in 2012. 


Exhibit 9. A HiPSM Simulation Cyaa 



Kote: K9SM * HMith tnsuftineo SkiRitation Mtxfet. 
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* T. S. Jost and M, A. Hall, “Self-Insurance for Smalt 
Employers Under the Aftbrdable Care Act: Federal 
and State Regulatory Options," New York Vnimrsity 
Law Review, forthcoming. 
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‘ http;//www.naic.org/<iocuments/committees__b_ 
hcra_wg.J20606_milUmanJntetpretations.pdf. 

* C, Eibner, C. C. Price, R. Vardavas et al., “Small 
Firms’ Actions in Two Areas, and Exchange 
Premium and Enrollment Impact,” Health Affairs, 
Feb. 20t23l(2):324-31. 

* Onjine statements by reinsurers include e,xamples of 
specific stop toss deductibles of $5,000, for exam- 
ple. See hflpsl/www.img-stopIOss.comfabout-img- 
stop-lo.ssflMO-sI-advantage.aspx. A discussion of 
increased marketing of stop loss to small firms will 
appear in Jost and Hall, “Self-Insurance lor Smalt 
Employer-s,” forthcoming. 

’ J. T. O’Connor and E. C. Huth, Stalislical Modeling 
and Analysis of Slop-Loss Insurance for Use in 
NAIC Model Act, Milliman, 2012, http://www.nak:. 
otiMocuments/conimitteesJ)_erisa_miUfflan_natc_, 

final_report.pdf 

'* See note 6 above for an example of a plan currently 
offered with a much lower attachment point. 

" For an overview of the model’s capabilities and a 
bibliography of research using it, see “The Urtran 
Institute’s Health Microsiraulation Capabilities,” 
httpi/www.iirban.oij/uploadedpdff4 1 2 1 54-Health- 

Microsiniulation-CspabtBfc.pdf. 
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For mote detail, see "HIPSIvl Methodology 
Documentation; 201 1 National Version," hrtp:’. 
wwwusbsn.otgrtJpl0adedP0FH 1 247 1 -Health- 
Insarafice-PoHcy-Simulafion-Modet-Metliotiology- 

Documeniation.pdf. 

’’ Carlson, Estimated Premium Impacts, 2011. 

Fordetails, see HIPSM Methodology 
DocumenWtion, httpt.Vwww.ufbaii.oig/ 
UpSMdedPDF/4i2471-Health-insuoru;e-Polsc>- 
Simulatton-Model-Methodology-Oocutsentition 

pdf. 
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W ith support from the Robert Wood Johnson Foundation the Uiban Institute is 

undertaking a comprehensive monitoring and tracking project to examine the implementation 
and effects of the Patient Protection and Affordable Care Act of 2010. The project began in May 
201 1 and will take place over several years. Tlte Urban Institute will document changes to the 
implementation of national health refonn in. Alabama, Colorado, Maryland, Michigan, Minnesota, 
New Mexico, New York, Oregon, Rhode Island, and Virgima to help states, reseatchere and 
policymakers learn from the process as it unfolds. IHris report is one of a series of papers focusing 
on particular implementation issues in these case study states. In addition, state-specific reports on 
case study states can be found at www.rwjf.org and www.heaIthpolicycenter.org. The quantitative 
component of the project is producing analyses of the effects of the ACA on coverage, health 
expenditures, affordability, access, and premiums in the states and nationally. 


A nCTO Ai^'T 


P olicy experts predict tiiat small employers, especially 
those with younger and healthier employees, will 
Increasingly establish “self-funded” health plans, leaving 
the traditional fully Insured mailcet to obtain lower 
premiums and avoid market reforms under the Affordable 
Care Act. Through Interviews vrfth stakeholders in 10 
study states, this paper describes fectors that may 


influence whether and how extensively this change 
occurs, ft also shows that states have minimal data on 
this potentially growing market, but «iey would be well- 
served to impitwe their monitoring efforts so they can 
identify oiy increases In small group self-funding and 
resulting adverse selection, and respond appropriately. 


INTRODUCTION AND METHODOLOGY 


T he Affordable Care Act (ACA) will significantly 
change the regulatory standards tiiat determine the 
accessibility, affordability, and adequacy of private healdi 
insurance coverage in the small group market. While 
these change are intended to Improve market cwiditions 
and the generosity of coverage for small employers, 
they could increase the cost of Insurance for some small 
employers. Policy experts have speculated that such cost 
increases— and some of the new regulatory standards— 
may encourage small employers to sstsbii^ “self- 
fonded” health plans and leave the fully Insures martet, 
thus avoiding a number of the ACA’s requirements, su<^ 
as modified community rating, coverage of essential 
health benefits, limits on cost sharing, and the health 
insurer fee. However, most small employers would need 
to acquire stop-toss coverage— an Inswanc® poricy that 


operates tike reinsurance and Is typically underwritten 
by health, gender, and other factors— to help manage 
the financial ri^ inherent In self-funding. Thus, whatosr 
affordable stop-loss coverage is readily available to small 
err^oyers could determine whether significant numbers 
of small emplo^rs turn to self-funding. Because seif- 
funding may be particularly attractive to younger and 
healthier groups, a large increase In self-funding could 
cause adverse salecfion s^ainst the fully insured small 
group market, including but not limited to. the small 
business he^h options program (SHOF^ exchanges. 

paper explores this premise through in-depth 
t^phone interviews with small employer representatives, 
producers (agents and brokers), health Insurers, stop- 
loss Insurers, and state officials including insurance 
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regulators and ©xohange representatives Ifi-the 10 
partrclpatlr?g in the Robert Wood Johnswi Foundation’s 
montlorlng and tracking protect (Alabama, Colorado. 
Maryland, Michigan, Minnesota, New Mexico, New ■ 
York, Oregon, Rhode Island, and Virginia. The miStors 
reviewed statutes, regulations and guldanco across 
the 10 states and conducted irttervlews with iteaily 50 
informants tetween October 2012 and daiuary 2013.’ 
This p^r provides an assessment of the informants* 
perspectives on the cument and future market for smaB 
group sell-funding and the sale of stop-loss coverage. 


Exhibit 1: Key Definitions 


if^^mante pc&n<iedi msight into the current status of seif- 
fondii^^atg smaH employers and, looking ahead, the 
tectors foat may fofluence whether more small employers 
wMJ s^f-fond fn response to Implementation of the ACA’s 
rrteri^ reforms, fn addition, informants emphasized that 
foe ritegnlbKie of market changes will depend on the 
definIHon of smalf empfoyer— which will expand horn 
fimte¥^50 or fewer employees, to those with up to 100 
ffli^r^ees m 2016. These firfoings are limited, however, 
lack of put^cly available data on the number of 
^ptoyers currently covered under stop-loss polidas 
and foe attacfomenl points under which these policies are 
being sold. 


■ .terhi:- 


Ssif-fonded heatfo plan - - 

> krtown as s^Mnsurad heatfo 




«: Aptenfwwhcbfoepian scv'-'.iD, iS'i Go-.'ioyehsenerally takesenthe 
Ta finance ris^ of payinq A‘a ms fo' ':»e.ed b'--'-!8flt8. 


Fully insured health plan 


A plan for which the plan sponsor (a.g., empic^d gtsheralfy pim^hases health 
k^wance coverage from an insurer who takes on foe financial nsk of paying 
claims forcoverod benefits. 


1 Stop-loss insurance 


An fosurance ^foy that opara^ f&at rafosurance to 
self-funded plans for claims above a specified tevsL 


Seif-funding arrangement 


A bundled package that combines stop-loss Irtsurance with other services 
required to property administer a health plan, such as access to a provkiar 
network and claims processing. 


Speclkc attachmcmt point (step , 
knovm as sfMcific daducti^) 


Aggregate attachment point 


ITMctoHar amount, under the policy terms, where the Ir^urer begirt paying 
fcM- claima Incurred by an IndMduai covered by a stop-ioss policy and the 
onployer^llabaityenda.,. - 

The dollar amount, under the policy terms, where the Insurer begins paying for 
claims incurred by a group covered by a stop-ioss policy and the employer’s 
llat^ity ends. 


An agent or a broker. 


BACKGROUND 


E mployer-sponsored health coverage g^ier^ly Is 
provided through on© of two funding airartgements. 
Under the first, an employer purchases a hs^th frfan 
an Insurer who bears foe financial risk of pa^ng claims 
for covered benefits. Under foe second, an empls^ar 
seif-fund (or self-insure) a health plan. In this case, the 
employer takes on the risk of providing hssBfo benefits 


to plan enrdlees. To protect aga'nst large, unexpected 
claims fo a given year, however, an employe may relnsum 
Its self-funded health plan by purchasing stop-toss 
jnsurance. Depending on state law, stop-loss insurance 
cart be sc^ by Insurers that specialize fn either stop-loss 
or those that offer other forms of Insurance. Typically 
ste^'loss insurance will begin to covw olaifns after a 
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pre-determined amount, referred to as an 
point, Stop'ioss contracts may includo indWduti«lay# ", 
{specific) and/or group-ievei {aggregate) attacten^l , ' 
points. 

Under the Employee Retirement fneoms Security Mt 
(ERISA) and other federal laws, the federal go^^RW^t - 
regulates employee health benefit i^ans, mducfing-^f- 
funded pla^s, but does not regulate or coBem data^ 
the sale of stop-loss policies purchased by employws 
operating self -funded plans.^ States, on the other hand, 
are prohibited from regulating employer heafth benefit 
plans under ERISA; they may only regulate kisurance 
contracts that employers buy directly to pmvride benefits 
to their employees or to reinsure their self-funded plan. 
Therefor©, a state may not prohibit an employer f»wn si^f- 
furKiing or set rules for ttie covmage provided by a self- 
funded plan, but it Is generally understood that a state 
may regulate a stop-loss policy as insuranc^.^ 

Among states that hms taken re^iatofy 
action, eppmsSes tmy-’SuAf m setting 
minimum attachment points; hamting the 
sale of stop-loss covemge to small emph^ers; 
or rsguhtii^ stop-loss coverage sold to small 
emploj^m mder the same rules that ^pfy to 
fitMp turned phtns sold in the small poop 
market* such as undetwnting and rating rules, 

Self-fumilng has tradltionaily been more common among 
larger empidyeFS than small employes. Large groups 
usually Have more resources and can ^read fi^e risk of 
high ciairhs across a bigger pool of people than small 
employers can.* Howev^, some policy experts speculate 
that setf-fiihding could become more attrecti\re to certain 
small employers as the ACA’s market reforms go Into 
effect.^ By self-funding, a small employer could bypass 
some of the ACA's market reforms that apply only to 
the fuHy insured market, such as modified community 
rating, coverage of essentia! health benefits, and limits 
on c^st sharing, as well as the health insura- foi, which 
does not apply to self-funded heafih plans. Wiite tosse 
Changes are intended to improve mariret crenditlais 
and the generosity of coverage for small employere, 
they are expected to increase the cost of insurance for 
some smail employers, particularly those with younger ' 
and healthier workforces. Such employers may be ^ie 
to save money by seif-funding and purchasing nwe 


stt^-loss— which, in most states, insurers ar© 
aftjwed toimderwrite based on health, gender, ar^d other 
retnig fKJk»s~on{y to m-enter the fully insured market 
if th#'He£^ status declines at any Hme in futtsre years. 
Suncfied “s^f-fiinding arrangements” that offer significant 
finan«^l»otection through low attachment points and 
are (Signed to resemble tradilicmai health insurance by > 
buSds^ a jyo^rfder network, claims processing, and other 
admij^rative services required to properly administer a 
heifith into a artgie administrative services contract® 
be poticuiarly appealing to small employers. 

if tow-attachment point coverage is widely available, a 
ia^e number of small groups with heaStoier risk profiles ; 
mair turn to s^f-funding. Economic modeia by the Urban 
Insfitoto indicate that If. this happens, there may be ; 

advose si^a:tion against the small group fully ; 
insured market, increasing premium costs and potentially ; 
redui^g the number of healthy covered lives in the ; 

fully insured small group market. Inciuding the SHOP s 
exchanges.^ However, because rmst small employes will > 

not sdf-rtond without the financisd protection provided fay 
stop-toss coverage.’ regulattog stop-loss Insurance could j 
be an effective way for states to limit the reach of eeif- 
fundlng into the small group market, if tiiey determine it 
necessary or appropriate. 

Regulation of stop-loss coverage sales to 
small employers 

in 1995. the National Association of insurance 
Commissioners {NAiC} adopted a model state taw setting 
minimum specific and aggregate attachment points 
for stop-loss coverage.® Higher attachment Ttoinfe may 
dissuade some small employers from self-fending by 
exposing empto^^rs to greater risk than they would face 
with policies wltti low attachment points. For Instance, 
while laige employers may be able to tolerate the risk 
exposure of a stop-loss plan with a $60,000 or $100,000 
specific attachment point, most small employers 
likely find these points to be too high. On the other hand, 
a small emptov^ may be more willing and able to self- ; 

fund If It can purchase stop-loss coverage with lower | 
attachment points, which can be legally sold in states that I 
do not regulate stc^-loss coverage. I 

Most states. Itoweva. have not enacted the NAIC ■ 

mod^ law. wd only a minority of stares has otnerwise ; 
attempted to regulate stop-loss coverage. Among states : 
that have taken regulatory action, approaches vary -sucli 
^ setting minimum attachment points, banning the sate 
^ stop-loss coverage to small employers; or regulatir^ 
str^-k^s coverage sold to smail employers under the ; 
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same rules that apply to fully insijred plans the 
small group martlet, such as underwriting and ratir^ 
rules. The 10 states studied here are mom aggre^^ve 
than average in the regulation of stop-loss; howe^ 
almost haJf—Alabama, Michigan, New Mexteo, and '■ 
Virginia—do not impose standards on stop-loss poises 
sold to small employers. Of the study states have 
taken regulatory action. New York and Oregcm ' 

the sate of stop-loss coverage to small employers 
altogether, while Colorado,^ Maryland,” and Minh^crta^ 
have set oiinimum attachment points tor iie sate of stop- 
loss coverage, Rhode Island regulators report that they 
apply minimum attachment points con^stent with toe 
NAIC model law when reviewing stop-loss policy forms, 
although these standards afQ not specified in state law. 


A few stotes, foduding Colorado and Minnesota, have 
l^ufedory standaras that may limit the sale 
of stop-fo^ coverage to small employers. In Colorado, 
emf^oyers re-smering the fully insured small group 
madt^ aftw being covered under certain ssit-funding 
airai^i^insnts may fa;Q a premium surcf^arge of up to 35 
percsot atfotre the required ntodified community tating 
toat tosywcKifd otherwise be charged.'® In Minnesota 
stc^loss poHcies issued to small smir^oyers are requirso 
to cov»r^{ cl^s irrcurred during the contract period 
reganffess of when toe claims are paid. This protects 
empfoyers from claims above their specific or aggregate 
attachment points that were incurred during toe plan year 
iHit n«« submitted or processed until after the end of their 
stop-loss plan year.^‘ 


OBSERVATIONS FROM THE 10 STATES 


i: 


n-depth tsiephons interviews with small emplc^ 
representatives, producers, health insurers, stop- 
loss insurers, and state officials, including insurance 
regulators and exchange reprasentatives, in 10 states 
revealed that toe vast majority of stakehi^ders have 
some tevei of concern about the prospect of employers 
with 50 or fewer empioyaes self-funding. Tlvsre is less 
unanimity, however, regarding the likelihood of self- 
funding by smair employers increasing on a wide scale. 
Although data are mlrrimal, interviews and anecdotal 
evidence suggest that most insurers and producers do 
not currently stop-loss insurance policies or seif- 
funding arrangements that integrate stop-loss coverage 
to smfiril groups and that few small employers self-fund 
today. Looking ahead, Infomiants indicate that the extent 
to which small employeH's begin asif-fundlng in 2014 
and toe effect this may ha\^ on the traditiortal smell 
group m^ket and SHOP exchanges will depend on a 
number of interconnected factors. These factors Include 
in^rers’ interest In mar1<;etlng stop-ioss covers^ or 
related self-funding arrangements to smali employers, 
producers' willingness to sell such coverage options to 
smai! emptcs^rs, small employers’ interest in self-fondlng 
compared to other cov^aga rations or not offering 
coverage at all, and states’ regulation of stop-loss 
policies sold to small employers, in addition. Informants 
emphasized that toe magrtitude of market changes 
will depend on who is considered a smaB employer—a 
definition that will expand from groups of 50 or fewer 
employees to groups of up to 100 employe in 5S316. 


Informants largely consider selffundsng 
inappropriate for small employers* 

informants generally agreed toat the most likely 
candidates fcH” self-funding would primarily be employers 
who are finandsdly secure and sophisticated— employers 
typically need to hmro enough money to set up a reserve 
to handle high medical claims— and who are comfortable 
taking on ri^. S^-funding also may appear paftIcuiaHy 
attractive to employers providing coverage to heatthtsK' 
or younger groups who do not expect to have significant 
medical daims. However, most informants— Insurance 
company representatives, pnxtucers, and regutetora 
alike— emphasized that ssff-fundlr^, even with stop- 
loss coverage, could expose small businesses to 
considerable, euid unpredictable, financial and iegd risks. 

Regulators largdy pattoed self-funding by small 
employere. According to an Alabama regulator, ’‘If i had 
a smdl tHisIness, I wouldn't even think that way because 
only cme or two dakns could banknipt you.” Regulators 
In Minnesota commented that many small employee 
are ill-equipped to purchase stop-loss coverage, noting 
complaints from employers who ware unaware of the 
full liability they faced under their poScfes. Similar 
sentiment was ^pressed by other stakeholders. A 
Nw York producer called it "matpractice” to advooals 
self-funding for small groups, whiie a producer from 
Virginia commented that businesses with fewer than 
100 employees “have no business self-funding.’' A 
health insurer reixesentatlve said that sstf-fonding never 
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starts out as someone’s first choice, adding - 

employers understand that it works well unffl it'doei^’t " 

One mason given for such attitudes is informartts’ ' • 
experience with small employers who vme an- . - . 

inexpensive stop-loss policy in their first year, . ' 

significant rate incmases in later years. A former 
in Colorado ©sUmated that 10 to 15 percent of s^f> - 
funded employers will face re-underwiiting— screen^ , 
by their stop-loss insurer to assess their health status ■ 
and nsk factors - within a couple of years and nisy 
significant premium inryeases due to changes In'tN^ ' 
employees' health status. Another jK'Oducer 


hisarm and pmimm ak& expremd cmcem 
ihat mmt mall empl^m d& mt brnn $bt i«- 
hmst sxperthe to take on the kgal UahiUtf of 
self'futiding, 

that Insurers may re-underwrIte a group if ttie employee 
populaSon ^uctuatas more than 10 parent in a year. 
Further, stak^olders femiiiar wth stop-foss contracts— 
including state officials and insurance representatives— 
poirtted put that under some stop-loss poficies a smali 
bu^nesa may be responsible for the “nm out"— the foil 
coetof any claims incurred while cov^ed by a st(^' 
loss poiicy but not processed until after the policy had 
exf^^.:TThu8, while emplo^rs may switch to a fully 
in»ired plan after their group’s health status declines, 
they may remain liable for large claims that were incurred 
when they were self-fwided.’* 

in additfoh, while stop-toss polides maH<eted toward 
small groups are likely to Include low attachment 
points to limit an employer’s financial exposure. 

> multiple stallholders Indicated that such plans 
^ would not nece^arfly take all the risk out of seif- 
i funding. A state regulator commented that “^n a 
; $15,000 specific attachment point is a big hit to a 

j very smali employer." A producer noted that stop-loss 
j policies with low attachment points also m^ hidude 
I contmciual pfovlsl(^s called “lasere” that exempt 
j hfgh-rfsk @m|;rfoyees from coverage the stop-loss 
I policy or subject them to higher specific attachment 
; pomts. According to a producer from Oregon, 

; another cla^te problem encountered v^h a sk^-ioss 
! policy is that pharmacy claims may not be covert^, 


phannac«jficaf benefits included in its group health plan. 
In addition, a producer reix^rted that stop-toss insurers 
^ten do ffot pay claims above the stop-loss policies’ 
att»fiTiil^t ptwts until the end of the first quarter of the 
sajbsepi^t^^m’. Consequently, the employer would 
n^d topay the fuB claim aul of pocket and may not be 
relmtHffsed for up to 15 months, 

inmirere and producers also expressed concern that 
mostsfnafi empfoybrs do not have the in-house ©xpartlse 
to take on the Jeg«ti liability of self-funding. One insurer 
in New M^dco c<Knmented, “A typical small employer 
^ wheeling and dealing each day, and doing their 
company’s finances in their head. I see all tends of risk for 
them to urfintentioirally tweak some rule under E^SA." A 
New Mexico producer agreed, noting that ‘'brokers need 
to kftow their stuff in terms of compliance to not get their 
cfi«its te trouWe." 

Hmwever, a number of informants suggested that seif- 
fonding cari have benefits for certain employers who 
want to tsBto a hands-on approach to deigning their 
plan, fn particular, producers atto stop-loss Insurers 
clainted that sophisticated employers could leverage toeir 
aceess.to health care claims data to identify cost ddye^ 
within their group. Seif-funding can proykie ^players 
with benefit de^grr fiexiblilty, aBpwing iiierh to attempt. to 
reduce their co^s through vrefinefre pri^|:am%; h 
design, health education, and 
other informant questioned the 
generate sufficient robust data to 
cost trends or Imi^ement effectiire (tost cbntoltii^ 
strategies. 

Data are scant, but most informants 
believe that the sale of stop-loss policies 
or self-funding arrangements to small 
employers is currently minimal. 

state officials in the study states acknowledged that 
they are not curremtiy monitoring how much stop-loss 
coverage Is being sdd to smali employers. Insurers 
are typicaily required under state law to file stop-loss 
policies with departments of Insurance, in which case 
regulators have on file the name of the insumrs that have 
been approved for ttte sale of stop-loss co^rerage and 
the form that was reviewed by regulators for compliance 
with state law. in some cases, this may Include minimum 
atta<toment points and the size of the group to which 
toe {toficy ts Intended to b© sold. However, no state 

was able to report the number of small employers 
cuirentiy covered under stop loss po!iC!«*s Stats ofoc ais 


leaving an emplo^r fufiy exposed for the cost of any 
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generally reported relying on either anecdote! evkfence 
from insurera or. to the extent av^lablQ, consumer 
complaints to inform them of the status of tiie smafi 
employer stop-ioss market. One state officii noted,. “We ■ 
don't have a way to monitor this. We hear from ptesrittt} 
insures that they'm losing cuslJKners to stop-toss . 
(insurers], but we haven’t been able to confimi.” Ano8w 
stated that she had never been asked for a report m 
the amour>t of self-funding in the smalt group market 
One former state raguiator Indicated that It would not 
be difficult for state departments of insurance to corset 
more information through a data c^l, but that such 
staps may draw negative reactions and questions from 

Both reguhiors and insurers m other staies, 
mduding those that set minimum attachment 
points fir siop-hss c&verage. . , and those that 
do mi... suggested that th^ helkm that the 
sale of stopdess policies to stnaU employers 
currently makes up only a vety small segment 
of the market. 

stakeholders. Only In Flhode island did officials indicate 
that they planned to begin collecting data on this mad(et 
more cfosely in toe near future. 

Lacking data, informants in most states provided 
anecdotal evidence that tmditional health insurers limit 
their pardcipatton in toe seif-funding market to targe 
employers. Producers to muittple states claimed that 
many ma^r health insurers have been unwilllr^ to s^l 
stop-loss policies or i^ated self-funding arrangements 
to employer grou}M below 100 to 200 people. The 
primary reason given for this reticence was competition. 
As one Colorado producer explained, traditional health 
insurers “don’t want to cannibalize existing business. 
Their primary concern is maintaining current profit 
margins." An exchange offictai also noted toat toese 
health insurers control the fully Insured srhall group 
market, v^fch is generally profitable, and would be 
undercutting themsai^^s if they t^gan pushing products 
that encourage small employers to self-fund. 

A number of informants— including insures, producers, 
and state officials— also reported that some insurers 
believe that the sale of stop-loss coverage or related 
self-funding arrangements to small employers Is not 
financially worthwhile. Stop-loss insurers specifically 


argited toat vitofie they might be able sell more policies if 
tovreted toeir minimum specific attachment points 
to a lev^ toat would attract smalier-sized employers, 
toe raimber of claims would rise, and the administrative 
exists to handle such a large volume of claims wouid 
Incr^sa ^nificantty. Uttimatsly, one representative 
tx^ciu^d, “it*s just not worth [it financiaily}.” In Alabama, 
for example, a producer reported that he works with six 
to eight stop-loss insurers, but only one will handle a 
group under £©. However, other producers reported that 
s^tog salf-fonded arrangements to smaller groups can 
be profitable with the right business model. 

Informants also reported that only a small subset of 
producers is currently selling stop-loss coverage or 
related s^f-ftmdlhg arrangements to groups of 50 or 
fewer employees. Two former producers :^id they would 
have been hesitant to jeopardize the financial seeunty 
of to^r smaller clients try moving them to self-funding. 
Many other informants-lncludlng current producers, 
regutetOTS, and Insurers— described the Inherent 
comiiriwtity of the product acts as a barrier, discouraging 
producers from pushing seif-fundtog to sm^t employers; 
According to a number of stakeholders, producers 
must be very sophisticated to understand complicated 
stop-toss contracts and deteimlne that ail toe right 
components— induding provider networks, benefit 
administrators, and financial reserves— are in place to 
ensure that a smalt employer is properly and adequately 
self-funded. Even when a seif-funded arrangement is 
already bundled, some producers pointed out that It 
still requires a high level of expertise to understand the 
financial and legal risks for their employer clients. 

Perhaps unsuipil^ngty then. Informants in most study 
states speculated that the current sale of atop-ioas 
policies to small employers, and thus seif-fundtog, is 
mtoimal. to Oi^on and New York, which pfohfeit to© sale 
of stop-loss policies to small employers, state officials 
have not received any complaints or other Information to 
suggest toat insursre are violating the law by marketing 
or selling stop-loss policies to small employers. Both 
regulalore and tosurers In other states, including 
those that set minimum attachment points for stop- 
loss coverage (such as Minnesota and Rhode island) 
and those toat do not (such as Alabama, Michigan, 

New Mexico, and Virginia) suggested that they believe 
toat the sale of stop-ioss policies to sm^l empl^rs 
currently maltes up only a very small segment of the 
market. Even in Colorado, which has had a icwig history 
of insurers marketing stop-^oss coverage and self- 
fondtog arrangements to msdium-to-large employers. 
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regulators, exchange offfciafs. producers, - ■ 

business representatives suggested that there Is limited 
safe of these arrangement to employers with fewer 
than 35 employees. Explaining this, one intohnort from. 
Colorado suggested that “the current small grCHJp se#-- . ' 
funaing matket employs very aggiesslve . 

ana thersfom actually writes only a small porfitMi of G^es 
submitted to tt " 

Itt.vdrcf s mottiwr the small group 
nutfeei tot potential post-ACA 
expansion. 

Implementation of the ACA’s market reforms in ^t4 may 
sufficiently change die incentives for stakehold^ and 
cause them to reconsider the feasibility of self-toridir^ 
by groups of K) or fewm employees. Some informants 
highlighted signs ttiat insuiws are i^tonsidaing the v^s 
of selling stop-!c«s policies or self-ftinding arar^ements 
to small groups and are “preparing to tom the swHteh 

j^s one imam in New Mexico put U: 
**Stmtepc&ify we would not want to he 
proactive about moving business from falip 
insured to a selffitnded model, because our 
core business is fuUp insured HMO and PPO 
products. IPs what we prefer to do. But, if 
Psere was a pull from the market to go in that 
direction, m tmuU follow it.** 

on with the ACA coming next year.” Indeed, It appears 
that a smalt set of kisurers— including a small number 
of traditional health insurers as well as some stop^loss 
insurers— have recently begun aggressively tatgeting 
small groups for bundled self-funding anangements. As 
evidence of this, a number of informants reported that 
they had seen an increase in marketing for 

self-funding airar^ements targeting groups with 50 or 
fewer employes and. In some cases, groups as smaH as 
five employees.’® Multiple informants also reported that a 
national health insurer has Invested heavily in dev^plng 
self-funding arrangements ttiat specifically appeal to 
small employers and at least one more may be following 
suit In some states. 

According to one producer, such bundled pacta^M 
attempt to address two major barriers to self-funding 


foced smaH employers, first, these packages minimize 
^ burden of separately corstfactlng and 

for a range of administrative services—such 
as a benefits manager, a provider network, 

■and disease management servtces—by bundling them 
to^fter under one policy. Second, these salf-funding 
lUTs^^ments aim to limit small employers’ exposure to 
lemJon and valleys in claims, which can disrupt 
monfoly cash flow. Specifically, rather than holding 
reimbiksement for bairns that go above the small 
en^oyers’ specific attachment point until the and of 
the year, such arangemsKits provide Immediate 
refofours^ent to small employers. In addition, instead 
of Bmiflng a sm^ employer’s financial expo^re for Us 
groups ^giegate claims annually, these self-funding 
gu'rar^ementslhnit a small employer’s aggregate 
expose monflily. This means that if there Is a bad 
ouforeak of the flu fo a given month or other peaks in 
aggregate costs, a sm^l employer would need to cover 
claims orfly up to a set aggregate monthly amount rather 
than the annual aggregate, enabUng the employer to 
spread daims costs out more predictably. o\ter the course 
of foe year. Tfre employer and Insurer would then ccxne 
to a settlement at the end of the year to account for any 
excess claims paid by foe stcfo-toss Insurer If the group 
did not meet its annual aggregate amount, 

importantly, though, Informants noted that foe Issuers 
offering these self-funding arrar^gements rriay be more 
wHIing to enter the small group stop-loss market foan 
other health insurers, because foey have not been active 
in the fully insuied small group market, and we thus not 
cannibalizing their own products. Whether additlonat 
health insurers will move into the smalt group stop-loss 
market is less clear at this stage. A representative from 
one health Insurer In Virginia admitted that the Insurer 
was concerned about changes to the market, but did 
not want to overreact and, for now, is carefully watching 
de\«lopments mlated to self-funding among small 
employers. A Maryland exchange official expressed 
skw>tlcism that tmditlonal health insurers would change 
their ^ilre business model just to get into the stop-loss 
mEuket when the uptake may be small. Other insurance 
mpreaentaflves felt that while most insurers in the 
tradition^ smatt group market would rather continue 
to s^f fully insured policies, they may need to begin 
selling stop-loss poticiss in order to stay competitiva 
and retain mwitot sharo. As one insurer In New Mexico 
put It: "Strat^lcally we would not want to be proactiv© 
afacKit moving business from tolly insured to a seif-fundsd 
model, tiecau^ our core business Is tolly insured HMO 
and PPO products. It’s what we prefer to do. But, if there 
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was a pu!S from she market to go to that dff^tion, we 
would foiiow it." 

Reports varied across to® states regarding mom 

health insurers are moving snlo tha stop-loss marfsrt for 
small employers. Regulators and exchartgeoffia^a:fomi 
Maryland, Mew Mexico, and Rhode Island were 
of rncreased rntemst in selling stop-loss covers or 
seif'fundfng arrangements among health tosurB^.to' ' 
iheir state, but they acknowledged that insurers may- 
be ©xplonng options without telling them, A Colwacfo 

As pnmmms in th smaH group market 
continme to rise, producers are looki^for 
more qffbr4hhk altermtives tb^ can prgsml 
to hold mto existing clients or, perhaps more 
importmt, attract new ciimis. 


exchange offidal specdated that health tosurers probably 
have aiModuct line to the works, noting "wherv you talk 
to them, they just give you a knowing lode." A stc^- 
foss insur^ce r^omsantatlve agreed, predicting that 
Insurance exeetj^ves would file new s^-(oss policies 
just in case, indeed, this may already be happening in at 
least one state: Michigan regulators conftoned that they 
had seen an uptick in stop-loss product fillings for the 
smafi group market in recent years. Including stop-loss 
policies with specific attartoment points as low as $5,000. 
However, one producer suggested that insurers vwll fife 
policies with attachment points as low as legally allowed 
to afford thems^vas maximum fiaxibiitty to accommodate 
market dynamics, even if they do not currently Intend to 
sen poHcles at that iev^. While review of f»oduct filings 
can be indicative of market trends, it does not offer a 
complete picture of the market. 

Producers see new opportunities and 
challenges to selling stop-loss and 
scIF-funding arrangements to small 
eo:iployers. 

Despite the challenges of packaging satf-fundlr^ 
arrangaments and explaining toe risks and Ctompi®iitiea 
of self-funding, many stakeholders predicted that more 
oroducers may consider entering the self-funding marlret 
!n order to stay competitive. As premiums in the small 
group market continue to rise, producers are looking 
for more affordable alternatives they can present to 


hoW onto®(istlng clients or. perhaps more imporianl. 
attmet new<^nts. While soma current and former 
pftKiuoem indicated that compsnsaiiors to* selling 

ewrerage may match or exceed that tor fully 
in^a^l^sns, other producers and insurers believed 
the-ccMtopensation was lower, m part because premiums 
kK stt^-foss coverage are sigrisficantiy lower thari tor 
foSy irmtfOd coverage. (Producer compensation is often 
osculated ss a preset percentage of the premium ) to 
the latter case, producers may offer stop loss policies or 
setf-fundtog arrangements to increase market share, but 
rrat necessatoly to convert existing clients from one type 
of business to another. 

A few stakeholders specifically pointed to elements of 
as a reason more producers may turn to selling 
stop-loss cov^g© or seif-furtding arrangements— 
indeed, one.producer representative reported that a 
small number of “self-funding activists see the as a 

different oppwtunity to carve out a niche for toemssives.” 
Producers in Maryland and Oregon identified the creation 
of exchanges as a particular concern, in Maryland, 
producers feared that the exchange would limit their 
compens^lon. potentially making seif-funded coverage 
options more attractive. A stop-loss Insurer also indicated 
that procfocer compensation for selling stop-loss policies 
self-funding arrangements coukJ rise r^athre to 
compensation for traditional health insurance because 
self-funded frfans are hot subject to the AGA^ medical 
loss ratio (MIR) rules. The MLB standaid, implemented 
in 201 1, requires h^tth insurers to Issue rebates to 
policyholders If their administrative costs are loo high 
relative to their premium revenue. It has pressured 
Insurers to become mors efficient in their operations, 
and some have responded by reducing producer 
compensation. 

Once a ciific^ mass of producers In a market 
starts offering stop-toss coverage or self-funding 
arrangements, others may be compelled to follow 
suit. As one Maryland producer put it. “A broker would 
be committing professkmai suicide by showing one 
(coverage optfon), but failing to show anoth^." Yet, white 
stakeholdera sensed that some insurers and brokers are 
tocraastogly Interested to selling stop-loss or self-funding 
arrangements, toe extent of actual changes in producer 
bahawor and market impact remains in question. !n 
Colorado, ofte producer expected that more producers 
v^l begin offering these coverage options to small 
groups, but he commented toat it would remain a very 
slim marttet segment and did not expect that pioducers 
would fHirsue grwips under 30 or 35 for seif-funding. 
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Even In slates home to “seSf-fundina activists,'’ see 
a busitioss oppoftunity in ina^keting self-funded i^ans 
to smj'i employers, pioducers reported thatnrmtof 
them wouid like to •^ee Dusinass as usual and to contmi^ 
offering tradinonal snsurpnce oroducts rather tf«n setf- 
funaing arrangements. 

• ■ ■: .ycr? wiii respond 

, • ••.y remains 

u-iCk'at 

Informants widely agreed that small busin^ses ate 
frustrated by nsing insurance premiums and of»n to 
opportunities to limit their and th«r emii^ov^s* c<»to- : . 
Coupled with this frustmtion is a tremendous amount of 
confusion amortg small smpioiws about ths^ options. 
According to one informant, small businesses “am Mst 
nervous wrecks” who may be open to the Idea of saving 
money and aimiding new regulations by seS-torKlIng. 
Nonetheless, small business representatives In W^ama, 
Colorado, Minnesota, and Oregort reported that they 
had not encountsmd any Increase to interest in self- 
fundtog among small employers, and most toftwmants 
were uncertain of the extent to vtolch rates s^f-funding 
would Increase among smaller groups. 

Vamm $tahboliers suggested ibai defined 
coninhutim, in particidan wouM he a more 
appMiing model iban silffmding for small 
p^oups. 

Many commented that they simply canriot predict what 
will happen until they have a better understanding of what 
the market will look like in 2014. Informants generally 
agreed that health insurance costs->-and, In particular, 
the possibility of premium Increases for yotmger, healthier 
small groui:^— will pl^ an important factor In small 
businesses’ decisions in a post-reform erwironmOTt. 
Self-funding could become an increasingly atb^ctive 
option to those groups, especially if marketod with an 
affordable self-funding arrangement that minimtzi^ tf^lr 
83<posure to financial risk. Informants Indicafisd that it v«ll 
be particulariy important to watch whether more toKiiers 
create self-funding arrangements that take much of the 
risk out of self-funding, are easier to understand, arKj, 
from the employer perspective, look very similar to the 
traditional folly Insured health insurance. As one 
in Oregon described such arrangements: “Ttw offer 


toe h^l meal deal: “ifou get your burger, your fries, and 
your alt loom package " Whiie such packages may 

c<»t fTtore than traditional methods of seif-funding, the 
ca^flow f^otfictlon they provide may make them more 
options for small employers. A small employer's 
maxtotum monthly costs with a bundled package may rwt 
s^nlficantiy greater than the premiun? for fully insured 
prfans ®id, if daims are low, may bs much less. At the 
same fime. the appeal of self-funding arrangements may 
d^:«nd on fine details within ths contracts. Producers 
and health Irmirers In New Mexico, where bur?dled 
packages have popped up in the past, indicated that 
smal employers could still get “bitten in the end” and 
be li^e for l»'g© claims at the end of the contract year, 
as In any otoer stc^-toss policy. In such cases, If small 
emplo^^ want to return to the traditional fully insured 
market, they may need to pay premiums for the new plan 
while stilt paying claims on their old policy. 

informants also indicated that self-fonding may fust be 
one of a range of options that wifi be available to small 
employers. Vahous stakeholders suggests that defined 
conWbution, to partolar, wouid be a more appealtog 
model than self-fondtog for small groups. Although small 
emptoyers typically contrfoute a set percentage to their 
employees' premfom costs, meaning their costs rise 
as premium costs rise, a defined contribution model 
would allow toem to specify a fiat dr^lar amount as 
their premium contribution. They th«i get to decide 
whether to increase that dolls^ amount to future yem. 
According to one informant, "Emptoyers H^sl want to 
say. ’Here is $500/month for health insurance, go away."' 
informants in muiti^^e states also reported an increase 
in the purchase of high deductible health plans at tower 
premiums than traditional health plans, while limiting 
their employees' out-of-pocket costs by funding health 
reimbursement arrangsmenfe (HRA^ to fill In or a 
portion of the deductibis. A Rhode Island exchange 
official expressed concern that while groups doing this 
are not taking themselves out of the fuliy insured market, 
it may serve a® a stepping stone towards self-funding, in 
addition, informants In multiple states raised concerns 
about prfKiucfirs pushing otiisr arrangements that 
may Incorporate self-funding, such as medical stop- 
loss captives and professlonai employee organisations 
(PEO),’? in Alifoama, for Instance, one producer indtcatsd 
that he was forming a captive by pooling several 
smaH groups together and arranging with a stop-loss 
Inairer to reinsure the entire group collectively. Small 
empl 05 tors also may elect to drop coverage altogether 
wltitoirt penalty, as the ACA’s employer responsibility 
raguij^nents do not apply to groups with 50 or fewer 
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empioya©s. And, under the ACA’s insurance re^ns, 
their employees wifi, for the first time nattdnvtndSi have- 
guaranteed access to subsidized insurance thfou^ the 
exchanges. 

How these different options stack up against 
will depend in part on how stop-loss coverage and 
self-fijnding arrangements are communicated to 
businesses. A range of informants— including curr^t and 
forme? producers-expressed doubt that producers are 
always adequately expiaining the risks of seif-fun«ftig 
to small employers. One regulator reflected on prior 
exoerienca with increases in sslf-fimding among smaS 
groups, noting "If the small emi^oyers walked in eyes 
wide open, then fair enough, but I think a lot of them 
walked in with no idea and had not been aj^ropriat^ 
guided." Smail employers may be more likely to seif-fond 
when they are not fully informed of their potential finandaf 
and legal exposure under such arrangements. 

Expansion of the regulation of stop- 
loss to small employers is a low priority 
before 2014. 

While they acknowledged that a significant increase in 
eelf-foriding among small employers could destabilize 
the small group market and undermine the SHOP 
exchanges, neither stats legulatora nor state exchange 
officials identified the forthw regulation of the sale of 
stop-loss as a primary concern. Informants largely 
reported that further state action was unlikely before full 
implementation of the ACA.^* 

According to many informants, state inaction on stop- 
loss was due in part to a lack of capacity. Most study 
states are develoii^ng state-based exchanges and ^e 
focused on the mechanics of standing up their SHOP 
exchanges. State officials generally reported hawng 
limited time to focus on issues related to adverse 
selection against the exchange. As one small business 
mpresentativa active In exchange discussions in 
Colorado noted, "adverse selection [against foe SHOP} is 
a downstream issue” and "right now, we are sBli trying to 
get our sea legs aid gel [the SHOP] up and running." Ibis 
response did not surprise one major insurer in Mar^and 
who noted that “Slates have a lot on their hands, and 
they don’t have the bandwidth to focus on issues that 
not of the utmost urgency at this time.” This informant 
added: “There are so many pieces of health reform foat 
need to gel done, not only for the regulators, but also for 
the Insurers, so nobody is paying that much attentkm to 
this right now.” 


In addifiai, stats officials seem to regard the sale of 
stop-loss courage and self-funding of small employers 
^ a “tertiary adverse seiection Issue,” and are instead 
ftxai^ngon how they can make the SHOP appeaiing to 
sm^ groups In the first place in Rhode Island, officials 
svs focused on how to structure the SHOP to ensure 
foat it offere plans and services that attract enough 
sm^ employers to be self-sustaining in 2014. instead 
of cxwwEenlraUng on how to eliminate options that may 
be crffered outside the exchange. Rhode island is 
cwKjentrating its efforts on implementing an employee 
<fo<Hce and defined contribution model that will attract 
sm^ empf«^ers to foe SHOP. As one state ofllcsa! noted. 
“Our gfoproa^h Is to do what Is absolutely necessary, 
not necessarily what Is needed for broader fixes to the 
market." 

A number of. state officials also noted that state 
legislatures are typtcelly reluctant to engage in 
regulatory sofofions before there Is a defined problem. 
One state exct^ge official described the predicrion 
of increased self-fonding among small employers as a 
"hypothetical " and another informant noted that “most 
governments aren’t going to deal with this preemptively.” 
in addition. It was suggested that rhoving forward to 
furfoer regulate the sale of stop-loss would be the 
“the third rail" poltUcaliy. That being said, a number 
of regulators and exchange officials suggested that 
clear data demonstmting a significant Incre^e in self- 
funding among small employers to the delTi^ht of the 
smafl group marl< 0 t and SHOP exchange may trigger 
state ojtion down the road, especlaliy in sfotoS that are 
standing up an exchange. For exarnpie; In ftl^e laiahd, 
a state official offered that If self-fonding among smalt 
employers becomes a “defined problem” that Is “causing 
harm to foe SHOP" or "having an impact on the costs 
and trends of the small group market," then the stole may 
be spurred to action. 

ExpaRding definition of small gfonp 
may further complicate the stop-loss 
discussion in 2016. 

In ^16, under federel law. the definition of the small 
groLto market will expand to Include businesses with 5! 
to 1Q0 employees. This will enable groups of this size 
to purchase health Insurance in the small group market 
and forough the SHOP exchanges on a guaranteed 
issue basis. Th^ will also be newly subject to the ACA's 
small graup market reforms, includir^ the adjusted 
communis rating rules, coverage of essential health 
baiefits and limits on cost sharing. This change also may 
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complicala the discussion over whether it is n«»ssa^ (yr 
appropriate to regulate the safe of stop-loss covsit^ to 
small groups. 

With these changes, snformants oftert reported thM 
expect to see increases in self-funding by employers ' 
with more than 50 employees. For instance, Rhode 
istend oftscsals suggested that the 51 to 100 market— 
where groups are mostly experience -rated and some of ' 
tfie healthier and younger groups could face Incases 
In premiums under the AGA's rating reforms— may be, 
more incimsd to self-fund than employers In the cajr^t 
small group market, which is already sulaiect to ad^tstod 
community rating. Stakeholders In New Mejdoo agreed; 
one producer note that groups over SO aie used to betr^ 
underwritten, co.nfrontmg lasers, and coverage denials, 
so “they might as well take on mors risks to avoid the 
taxes and fees In fully Insured co\terage." A Minnesota 
small business representative thought emfrio^rs with 
St to 10Q employees are the more “natural audience" for 


CONCLUSION 

I n interviews with key stakeholders, m<»t Informants 
did not believe toat insurers and brokers are currently 
seHIng stop-ibas insurance to small groups, beyond a few 
niche seHers. None of the informants thought that small 
employers are 8el^fundlng in any significant numbers. 
However, insurance regulators and policy-makers are 
hindered by a lack of data, with no state able to report 
the actual number of small employers covered under 
stop-loss policl^ or the terms under which those policies 
are being marketed. 

Most informants expressed concern that seif-fundlng 
exposes small businesses to too much financial and legal 
risk. While soma speculate that healthier small groups 
may increasingly be driven to self-funding because of 
the ACA^s maiket reforms, Informants indfoated that a 
number of variables wlil influence employers’ decisions 
and were hesitant to make firm predictions of what toe 
SO-and-under market will look like in 2014 and iater years. 
Many informants ^reed, however, that groups between 


self-funding, given their exposure to the AGA’s employer 

re^^nsibikty requirements. 

Inkwmsmts were also often less concerned about 

wito more than 50 employees self-funding 
th^ empfoyers with 50 or fewer employees self-fondfng. 
As <me producer described, if a business has survived 
for^ wuHigh to have 60 or 80 emptoyaas, it is more 
fikely to be financially and operaHonally ready for self- 
fonding. Industry representatives also indicated that 
more tosurers and producers are willing to sell stop-loss 
to m®k9t toan to smaller groups, and others may 

foBow suit, in Oregon, a state official acknowledged that 
nwiy groups in this market are already salf-tundmg with 
fito bundled arrangement described prevtously. At the 
same time, a growth in self-funding among these larger 
smaU ^pioyere would likely increase the risk of adverse 
section against the fully insured small group madcel in 
2016. State officials generally did not speculate on if or 
how they would address this Issue if it arose. 


51 and 100 employees are more likely to s^-fond in 
greater numbers when they become sut^ect to the small 
group market reform rules in ^18. 

Given the uncertain future of the small group market 
and number of other pressing health insurance reform 
re^nsibilities teeing state ieglsfatures/departments 
of insurance, and the exchanges, informants Widely 
reported that prohibiting or otherwise expanding 
regulation of the sale of stop-loss insurance to small 
employers Is a low priority in the near future. Instead, 
many Informants acknowledged that states would be well 
served to improve monitoring of the stop-loss market 
and trends In setf-fundlr^g by small groups, so they can 
identify If changes In the maricetplace are occurring and 
respond apprepriately. At a minimum, state departments 
of insurance could collect data on toe number of small 
empit^ere self-funding, the number of small employers 
purchasing stc^-loss insurance, and the attachment 
points of policies sold to small groups. 
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ENDNOTES 


1. To gather qualitative research using a cwveraenca Interviews were conducted with 22 state offsctais, ; 

inctudirtg regulators, exchange officials, and oth^s; ref^sdotatives of health and stop-loss insurers: ten j 

current and former producers: and five small buaness mpa^santativss. ; 

2. While the federal government does colleGt data related to self-funding among employers that cover groups of over ; 

too employees, these data do not specify whether are relying on a stop-loss policy to self-fund. Softs 1 

HL, "Report to Congress: Annual Report on Seff-lnsured Gfdup Health Bans" {Washington: Department of Labor, 

April 2012), available at http://www.dol.govM>sa/pd^AiGARsp<»tToCongress04t812,pdf, 

3. Experts note that state efforts to regulate stop-loss insurance may contftiue to face ERISA pm-empWon 
chalienges. For a firil discussion, see, example, Jttet HaH MA. “Seif-insufance for Small Employers 

under the Affordable Care Act; Federal and State ftegi^ory Options," NYU Annual Survey of American Law, | 

forthcoming, Washington & Lee, Legal Studies Paperm ^12-^ Mun. 2012); and Korobkin R, "The battle ove? 
self-insured health plans, or one good loophole des«v<» another," Yale Journal of Health Policy, Law, and Ethics 
1,UCLA School of Law Res^rch Paper No. 04-2 (Winter ^105). i 

4. According to one recent analysis, the rate of sdf-fundtng firms with fewer tian 50 employees has hovered i 

around 12 percent for over a decade, while the rate of &^-for}dng bv Anns with 50 or more stiployees increased I 

from 49.5 percent in 1999 to 68.5 percent in 2011. See Fronstin P, "Seffrlnsured Health Plans: State Variation and 
Recent Trends by Firm Size," Notes 33, n. 11 (Nov. 2012), avdlaWe at 
http://wwvK.ebrl.org/pdf/notespdf/EBRl_Note3_11_Nov-12.Slf-lnsrd1.pdf. 

5. See, for example, Yee T, Christianson JB, and Glnsburg PB, "Small Bmptoyers said ^If-lnsured Health Benefits; 

Too Small to Succeed?" Center for Stutfying Health System Change, Issue Brief 138 (Jul. 2012), a\rattable at 
http://www.hschange.eom/CONTENT/1304/; and Jost and Hall. 

6. Employera, large or small, that purchase a stop-loss policy require access to a provider network, claims 
procefsslng. and other administrative services required to properly administer a health plan. Some employers 
obtain these senricas through separate contracts: others buy them as a bundled package from a third-party 
administrator, who may also be the stop-loss carrier. 

7. Buettgans M and Blumberg LJ, "Small Rrm Self-Insurance Under the AffordaWe Care Act." Commonwealth Fund, 

Pub. 1647 (Nov. 2012), available at 

http;//www.commonwealthfund.org/Publications/tssu8-Bri8fs/20l2/Nov/Small-Rrm-Self-}nsurance.aspx, 

8. Hall MA, "Regulating Stop-Loss Coverage May Be Needed To Deter Self-Insuring Small Employers From 
Undermining Market Reforms," Health Affairs, 31, no. 2 (2012), available at 
http;//content.heaithaffairs.argfoont8nt/31/2/316.abstract 

9. The NAiC Model Act prohibits insure from issuing a stop-toss policy wifo an attachment point less than $20,000 I 

per person per y^r or that provides diroct coverage of an individual’s health expenses. Aggregate stop-!oss for | 
groups of more than 50 may not be less thai 110 percent of expected claims. For groups of 50 or less, aggregate | 
stop-loss may not be less than the greater of $4,000 times the numbw of group members, 120 percerjt of j 

expected claims, or $20,000. See "Compendium of State Laws on Insurance Topics," National Association of 
Insurance Commissioners (Feb. 201(9- I 

10. Colorado applies a minimum specific attachment point of $15,000 and a minimum aggregate attachment point of 
120 percent of expected claims for the small group mailed. 

11. Maryland applies a minimum specific attachment f^int of $10,000 and a minimum aggregate attachment point of 
not less than 115 percent of expected claims. 

12. Minnesota has applied a minimum specific attachment point of $20,000 and a minimum aggregate attachment 

point of not less ttian the greater of $4,000 tim^ the numtw of group membera. 120 percent of expected claims, i 
or $20,000. I 
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13. See C.R.S, 10-16-105 (13). This rsqusrsff^, ho««vw, may be ?H«-wnpted in 2014 by the AffonJabt© Care Act, 

which allo¥/s rate surcharges based only use, ^igrap^lc location, and family size. 

14. A confract providing stop-!oss coverage. to a sma8 ©nploysr, as defined in section 62t.02. 

subdivision 26, or to a plan sponsored a'^hafl en^jyer, must indude a claim seltlsmeni period m less 
favorable to the small employer or plan than covers^ of all ddms incun^d during the contract period regardless 
of when the claims are s^id. See Mtnn. Stat § '60A.2I^. 

15. Such an employer, however, may haw seen no or \my tm claims In the first two months of its policy (the “run ! i") 
because of the typical delay in medical bllis bel^ »jbmit^ ^d paid. An smpksyef that is awam of its liability at 
the end of the contract year could t»nk any “njri fri“ s^ngs to cover toe "run out.” 

16. This IS consistent with observations made experts andyztog toe mari<et. See, for example, dost and Hail- 

17. Similar to captive property/casuaity iwjgmms, medical sfe:to-loss captives aiiow seif-funded employers to pool 
part of their excess medical claims costs with c^er fflce-minded companies and then purchase commercial stop- 
toss coverage at higher attachment points. PEOs contract with client organizations to provide human resources 
management, including slices such as payroli, access to benefits packages, and workers' compensation and 
unemployment Insurance claims. 

18. After Interviews were completed, state legisiatora In some study states, including Minnesota and Rhode Island, 
introduced legislafion to further regulate the sale of stop-loss coverage to small employers. See 2013 MN HB 647 
and 2013 Rl HB 5459. 
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1 13tii CONGKBSS 

l.ST StSSSiON 


.R. 


To amend the Pirtilit" Health Sendee Act, the Employee Retireinent Income 
Security Act of IS'74, and the Interna! Revenue Code of 1.98fi to exelitde 
from (lie definition of health insurance covofage certain medical stof)- 
loss iiisiirance obtaiiiei! by certain plan sponsors of irroiii) health plans. 


IN THE HOUSE OF REPEESENTATIVES 

November 13, 21) ! 3 

Mr. Cassidy {for himself and Mr. Rob of Tennessee) introdneed the follomtig 
bill; which was mferred to the Committee on Btiergj’ and (,'ommer(*e, and 
in addition to the Coniniittws on Kcliieation and file Workforce atid WaTO 
and Means, for a period to be subsequently determined by the Speaker, 
in each case for consifleration of such proviaioirs as fall within the ,jiiri.s- 
tliction of the committee concerned 


A. KILL. 

To ametid the Public Health Secx’ice Act, the Employee Re- 
tifemeiit Income Secnriti' Act of 1974, ami the Internal 
Revenue Oode of 1986 to exclude from tlie definition 
of health insuraiicc coverage certain medical stop-loss 
imsurance obluinecl by certain plan s|)(msors of group 
health plans. 

1 Be H emaeted by the Senate mui Ilotm of Repivmita- 

2 tives of the United States of America in Congress assembled. 
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2 

1 SECTION 1. SHOB.T TITtaE:. 

2 This Act may be cited as the “Sell-lnsuraiu-e Frotec- 

3 tioTi A<*t”. 

4 SEC. 2. CEBTAIN MEDICAL STOP-LOSS MS0KANCE OB- 

5 TAINED BY CERTAIN PLAN SPONSORS OP 

6 GROUP HEALTH PLANS NOT MCUJDID 

7 UNDER THE DEFINITION OF HEALTH INSUE- 

8 ANCE COVERAGE. 

9 (a) PIISA.— Se(»tion 2791 (b)(1) of t)ie ITiblie Health 

10 Sen'ice Act (42 II.S.C. 300^^-91 (b)(1)) is amended by 

1 1 adding at the end the foliowjig new sentence: “Such term 

12 shall not include a stop IoskS policy obtained by a selPin- 

13 sured health plan or a plan sponsor of a gi'oup health plan 

14 that self-insures the health risks of its plan participants 

15 to reimburse the plan or sponsor for losses that the plan 

16 or sponsor incurs in pi’oviding health or medical benefits 

17 to such plan paiticipaiits in excess of a predetermined level 

18 set forth in the stop loss policy obtained by such ()lan or 

19 sponsor.”. 

20 (b) ERISA.— Section 733(b)(1) (sf the Employee Rc- 

21 tirement Income Security Act of 1974 (29 IJ.S.d 

22 1 191b(l))(l )) is amended by adding at the end tlic fol- 

23 lowing new sentence: “Such term shall not include a stop 

24 loss iioiicy obtained by a self-insured health plan oi- a I'sliin 

25 si)oi!sor of a group health plan that self-insures the health 

26 risks of its plan participants to reimburse the plan or 


•HB 3482 IH 
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1 spofisor for losses that the plan or sponsor ineiirs in pro- 

2 viding' IseaJth or medical benefits to such plan participants 

3 ill excess of a predetermined lewl set forth in the stop 

4 loss policy obtained by such plan or sponsoi'.”. 

5 (c) IRd— Section 9832(b)(1)(A) of the Internal Rev- 

6 emie (lode of 198(1 is amended Iw adding at the end the 

7 following new sentence: “Such term shall not include a 

8 stop loss policy olitained by a self-insnred health iilati or 

9 a |)lan sponsor of a group health plan that self-insures 

10 tlie health risks of its plan participants to reimburse the 

1 1 plan or sponsor for losses tliat the plan or sponsor incurs 

12 in providing health or medical benefits to such plan par- 

13 ticipants in excess of a predetermined level set forth in 

14 the stop loss policy obtained by such plan or sponsor.”. 

O 
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Chamber of Commerce 

OTTHE 

United States of America 

R. Bruce Josten mi 5 h street, n w. 

EXECUTIVE VICE PRESIDENT WASHINGTON. D.C. 20<!62-2000 

GOVERNMENT AFFAIRS 202/463-5350 

November 20, 2013 

The Honorable Bill Cassidy The Honomble Phil Roe 

U.S. House of Representatives U.S. House of Representatives 

Washington, DC 205 ! 5 Washington, DC 205 1 5 

Dear Representatives Cassidy and Roe: 

The U.S. Chamber of Commerce, the world’s largest business federation representing the 
interests of more than three million businesses of all sizes, sectors, and regions, as well as state 
and local chambers and industry associations, and dedicated to promoting, protecting, and 
defending America’s free enterprise system, thanks you for introducing H.R. 3462, the “Self- 
Insurance Protection Act.” This legislation woutd ensure that the definition of health insurance 
coverage will not improperly encompass certain medical stop-loss insurance used by self-insured 
health plans and plan sponsors of group health plans as a form of financial protection. 

Many businesses decide to offer their employees health benefits through self-insured 
plans. Employers that self-insure, particularly small to mid-sized businesses, purchase stop-loss 
insurance to protect the plan and plan sponsor in the event of unexpected catastrophic fo.sses. 

H.R. 3462 would guarantee that employers may continue to have this effective option of 
providing quality health benefits by limiting further regulation of self-insurance. Providing this 
clarification to the law will make certain that federal regulators cannot redefine .stop-loss 
insurance as traditional health insurance. 

The U.S. Department of Health and Human Services has shown intere,st in the possibility 
of regulating stop-loss insurance which raises concerns that future regulations may make the 
administration of self-insured plans more burdensome and expensive for employers who choose 
this option. In addition to making self-insurance coverage less appealing, including stop-loss 
insurance in the definition of health insurance coverage could effectively force many self-insured 
entities using stop-los,s insurance to discontinue their plans. In light of this tumultuous and 
highly transitional time for our country's private sector health insurance .system, it is critical to 
ensure that businesses continue to have a variety of accessible options to offer their wwkers 
quality health care coverage. 

The Chamber continues to support health care reform that builds on and leinforces the 
employer-sponsored system and look.s forward to working with you and your colleagues to enact 
this important legislation to protect the American workforce and the businesses that drive our 
nation's job creation. 


Sincerely, 



R. Bruce Josten 
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Mr. Chairman, 

I want to thank you for holding this hearing and highlighting the 
value of self insurance as an affordable option for small businesses 
seeking to provide their employees with quality health care. 

As a former Chairman of the Self Insurance Institute of America 
(SIIA), a former senior executive of two large Blue Cross health 
plans and a former owner and current operator of a third party ad- 
ministrator, I can tell you that self insurance is an important 
model that is being adopted rapidly all over the country. Given my 
extensive experience owning and operating third party administra- 
tors (TPAs), I can tell you that not only do self-insured plans pro- 
vide businesses with an opportunity to generate significant savings 
but they provide employers with more flexibility to customize 
health care benefits for their employees. 

The commercial health insurance market has been steadily mov- 
ing from fully insured to self insured for over three decades. Today 
61% of all employers in the U.S. self insure and the small group 
health insurance market is looking to self insurance as a more at- 
tractive method of providing health benefits to employees. Accord- 
ing to the Kaiser Family Foundation, 16% of small businesses cur- 
rently self insure their medical benefits. Many industry consultants 
believe that the cost advantage of self insuring will drive the small 
group market to over 50% self-insured. 

As a former senior executive of health plans, I can attest that the 
trend toward self insurance is undesirable for the large national 
health insurance carriers. The reason for this is that these large 
health insurance companies make much more money from fully in- 
sured clients than self insured clients. In many cases, I have seen 
that these companies make 300% to over 500% more profit on fully 
insured books of business compared to self insured business. Fully 
insured small employers with less than 500 employees are gen- 
erally the most profitable groups for the insurance carriers. Need- 
less to say, they have a strong financial interest in deterring small- 
er employers from making the switch to self insurance. 

Traditionally, self insurance is about 4-10% cheaper than buying 
a fully insured health policy, and given the costs of Obamacare 
that self insured plans avoid, this savings advantage is projected 
to grow to over 15%. Yet despite these significant savings, many 
states are trying to limit access to smaller employers. Add to this 
that some health insurance carriers, through pervasive market 
practices, are artificially inflating costs for self insured plans. 

In an attempt to protect their profits, some plans use tactics to 
block their self insured clients from enjoying free and open choice 
of vendors for their health plan, even though when an employer 
self funds, they should have full control of how their dollars are 
spent. Since the insurance company is only providing administra- 
tive back office services like claims processing for self funded 
groups, not taking risk, this practice is very restrictive. 

For example, some carriers block independent specialty service 
companies from offering medical cost saving solutions that would 
make self insurance even more financially attractive. Specialty 
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companies focus on driving cost savings and quality improvements 
within a particular type of medical service such as pharmacy, vi- 
sion, dental, mental health, radiology, oncology, fertility, transplant 
management and physical therapy. 

Further, many states ban smaller group self insurance or create 
limitations by artificially forcing larger deductibles on reinsurance 
for these smaller employers. These regulations amount to a re- 
straint of trade designed to perpetuate the state tax revenue de- 
rived from fully insured plans. While many states claim they limit 
small employer self insurance because they want to protect those 
constituents, statistics show that small employers can benefit from 
this alternative insurance and strengthen their financial outlook. 

Several large carriers will refuse to release the claim experience 
for their insured smaller employers so that these customers cannot 
get competitive self insurance proposals. This practice is common 
and reflects further restraint of trade by these dominant insurers 
while protecting their bottom lines. 

These regulations and business practices have impaired the self 
insured market, making it much less cost effective than it would 
otherwise be under a truly free and open competitive market. I felt 
it important that the Small Business Committee is made aware of 
these detrimental market practices and I encourage further inves- 
tigation. I appreciate your consideration of my testimony. 

Sincerely, 


Lawrence Thompson 
Regional President 
POMCO Group 
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House Committee on Small Business 
Subcommittee on Health and Technology Hearing 

November 14, 2013 

Self-Insurance and Health Benefits: 

An Affordable Option for Small Business? 

Statement for the Record 
Rep. Bill Cassidy (LA-6) 
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Chairman Collins, Ranking Member Hahn and members of the 
committee. Thank you for the opportunity to submit my statement 
for the record. Over 100 million Americans are currently covered 
under self-insured health plans. The trend towards self-insurance 
has been increasing for years, with 61 percent of the commercial 
health insurance market currently covered under self-insurance. 
Therefore, it is imperative to understand that self-insurance mar- 
ket and protect it as an option for businesses throughout the coun- 
try. 

Self-insurance provides employers with the flexibility to cus- 
tomize their employee health benefits to best meet the needs of 
their workforce. Self-insurance also helps control costs because em- 
ployers can more directly manage programs such as wellness pro- 
grams, which save money and make people healthier. 

Unlike traditional health insurance, self-insured employers take 
on the risk for their employees. It is impossible for the employer 
to precisely predict the amount of health claims they must provide 
from year to year. In order to limit the employer’s exposure, they 
often buy stop-loss insurance. This financial tool is important to 
provide certainty to employers. 

Moreover, the Obama administration has recently expressed in- 
terest in regulating stop-loss insurance. As recently as August 22, 
2013 in a letter to Congress, HHS Secretary Kathleen Sebelius con- 
firmed that the department is interested in how regulating stop- 
loss insurance could affect the risk pools in the fully insured mar- 
ket. It is concerning that the administration is considering limiting 
access to the stop-loss financial tool for businesses. Stop-loss insur- 
ance has always been a state-regulated insurance tool. Limiting it 
would have a detrimental effect on the self-insurance market. 

In order to protect the self-insurance market, I introduced H.R. 
3462, the Self-Insurance Protection Act (SIPA). The legislation 
would clarify that federal regulators cannot re-interpret stop-loss 
insurance as traditional health insurance for the purpose of regu- 
lating it. This clarification would protect this important financial 
option and provide certainty for thousands of businesses across the 
country. The legislation is supported by the Self-insurance Institute 
of America (SIIA) and the U.S. Chamber of Commerce. 

Again, thank you for the opportunity to include this statement 
for the record. Also included are H.R. 3462, and a letter of support 
by the U.S. Chamber of Commerce. 

Sincerely, 


Rep. Bill Cassidy (LA-6) 
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WOODLAND mUOKUNE, INC. 



November 21, 2013 

To Whom It May Concern; 

Jim & I have owned Woodland Truck Line, Inc. since 1967, We are a small union carrier 
with 29 trucks and 40+ employee.s. We have survived many changes in the economy, 
energy prices, and regulations. These latest changes could be the straw that breaks the 
camel’s back. Woodland Truck Line, Inc. has never made a big profit but we usually have 
not lost money, however, since this law we have had losses every month. 

The new hours’ rule allows drivers to take only one 34-hour restart a week and requires 
that restart to have two 1 a.m. to 5 a.m. time periods within, and 168 hours in between 
restarts. It also requires that drivers take a 30-minute break after eight hours on-duty 
hours. The iOO air mile exemption does not help a small carrier like Woodland Truck 
Line, Inc.. It really just helps UPS and FEDEX. Also with .serving just Washington, 
Oregon, BC and a little of Idaho our drivers usually do not drive 8 hours straight because 
they are stopping to make pickups or deliveries. From the driver’s side, all this does is 
put more drivers on the road and reduces the driver’s pay. From the Company’s side, 
productivity per employee and track is reduced which adds greatly to costs especially if 
that company provides any employee fringes, which we do (like family medical with 
dental and vision and a pension plan). 

Our drivers hate the new rules because it keeps them away from home longer with no 
extra compensation. With a small carrier, flexibility is our main advantage over the big 
guys and this law takes that away. Making the 34-hour restart conditional is wrong, 
and the current rule penalizes night shift drivers. A day shift driver could restart after as 
little as 34 hrs, whereas a night shift driver with a shift ending between 1 ;00 a.m. to 5 
a.m. could add an additional 24 hours, That is not fair for a night shift driver. Some of 
our drivers prefer this shift because their shifts go easier with less of the public on the 
road. This also reduces peak hour congestion. 

Additionally, if a driver wanted to take two days off during the week (which he used to 
be able to do) he could make up the time by working on the weekend. Not so, with the 
new conditional 34 rule. 

If you really think about it, 34 hours off is 34 hours off regardless of restart time. 

According to our accident investigations and our drivers we would see no increase in 
safety, in fact the opposite is true because this rule decreases drivers’ flexibility. 

This downward pressure on driver pay would hinder safety when more experienced and 
qualified drivers choose to do some other job instead of losing pay. Carriers would be 
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left with less experienced and qualified individuals to replace them. Which is wha! is 
currently happening in our country. 

Il is frinstrating for us that the same city, county, state and federal agencies that are 
responsible for, but have failed to provide adequate road capacity, are sometimes the 
same agencies that regulate our industiy'. 

As stated earlier, currently the trucking industry is showing a good safety record under the 
old rules. If it is not broke do not frx it. 


Thank you, 



Darlene Johnson 
President 

Woodland Truck Line. inc. 
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